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EDITORIAL COMMENT 


The Government and Business 


AD further proof been required of 
the fact that the Government and 
business were not happy in their 

present relations, such proof was sup- 
plied by the recent conference of 
“small” business men at Washington. 
It was not to be expected that much 
attention would be paid to the counsels 
of “big” business—great bankers and 
industrialists—but when the common or 
garden variety of business sponsors have 
views not essentially different from those 
put forth by the big fellows, the matter 
takes on another aspect altogether. The 
“small” business men, in their report, 
not only—by implication, if not directly 
—condemned some of the leading poli- 
cies of the Administration respecting 
business, but they offered a constructive 
program very much like that favored 
by their bigger brothers. 

Should these combined admonitions 
not be heeded, the conclusion is in- 
escapable, that either the Administra- 
tion does not consider them as fairly 
representing the real business sentiment 
of the country, or that there is a gulf 
between Washington and business that 
cannot be bridged, except by the planks 
which the Administration is to provide. 
This would seem to mean that the Ad- 
ministration knows more about the way 
business should be managed than does 
business itself. 

Some centuries ago, a Spanish writer 
said that it is a wise physician who 
knows when not to prescribe, and he 
further observed that not infrequently 
the remedy was more mischievous than 
the disease. 

But no one would seriously claim 
that, in times like the present, no remedy 
whatever should be offered, that nature 
be allowed to take its course. Our 
present confusion seems to arise, in part 


THE BANKERS MAGAZINE for March, 1938 


at least, from the fact that in a com- 
paratively short space of time so many 
new and strange remedies have been 
applied; in fact, the entire economic 
pharmacopoeia has been ransacked for 
something that would get the patient 
once more on his feet and keep him 
there. And this heretofore unavailing 
search continues. 

Could one be sure that the views of 
both big and little business men ac- 
tually reflect the position of business in 
general respecting governmental poli- 
cies, and that nevertheless the Admin- 
istration is to continue its antagonistic 
attitude, it would have to be concluded 
that there is an irrepressible conflict 
between government as at present ad- 
ministered and the general business in- 
terests of the United States. This would 
be unfortunate, not only for business, 
but for all public officials whose sup- 
port is derived from business. If those 
engaged in production and trade are 
not to be allowed to operate under con- 
ditions they consider necessary to the 
earning of a fair return, the outlook for 
the financial support of the politicians 
is not particularly bright. 

Is it not true that the Administration 
is too much bent on reform, rather than 
on recovery? 

Is it not also true that too much ef- 
fort is being directed toward the dis- 
tribution of wealth, without sufficient 
attention being given to the wealth that 
must first be produced before it can be 
distributed ? 

© 


ACHIEVING THE IMPOSSIBLE 


AGES are to be kept up, prices are 
to be kept down, production in- 
creased, and the salesmen are to put 
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the soft pedal on the blandishments they 
employ in their endeavors to persuade 
the prospect to sign on the dotted line. 
These are the deductions made from 
recent pronouncements coming from the 
highest source at Washington—from 
President Roosevelt. 

In seeking to maintain wage rates at 
a high level during a depression, the 
President is following exactly the same 
course pursued by Mr. Hoover, and 
which succeeded for only a brief space, 
and was followed by growing unem- 
ployment. 

This course rests upon the belief that 
purchasing power is derived from the 
money paid to workers in the varied 
lines of industry, and that by maintain- 
ing existing money wage rates, or by 
increasing them, prosperity will be sus- 
tained or augmented. The fact is that 
real wages are paid, not in money, but 
in the useful and salable goods pro- 
duced by capital, labor and management 
combined. 

At times like the present, when con- 
sumption is being reduced, and sales 
of goods falling off, only the larger 
concerns can maintain wages, tempo- 
rarily, by drawing on their surplus 
funds, and existing legislation does not 
look with favor on the accumulation of 
funds of this character. 


But, assuming that by some magical 
process, unknown out of Washington, 
all the industrial establishments in the 
country were suddenly to find them- 
selves in possession of sufficient funds, 
not only to keep wages at their present 
levels, but to increase them, would that 
be of real advantage to the wage-earners 
themselves? The ability of those receiv- 
ing these high wages to bid in the mar- 
kets for the existing supply of goods 
would be enlarged, but unless the vol- 
ume of goods should also be increased, 
the inevitable outcome would be a rise 
in price, and this would neutralize the 
gain apparent in the high rate of wages. 

When consumption declines, and 
sales slacken, if wage rates are main- 
tained it means an increase in the costs 
of production, for wages constitute the 
major part of such costs, and how in 
the face of such a situation wage rates 
are to be maintained is not easily un- 
derstood elsewhere than at Washington. 
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Prices can be cut, though in the face 
of additional costs this would mean fur- 
ther loss. 

Here are some apposite statements, 
recently made by a group of well-known 
economists: 

We believe that in the long run the total 
purchasing power of a nation can be main- 
tained or increased only by producing goods 
that are generally recognized as valuable. 
This is the only source of earned income. 

Wages must be paid out of the product 
of labor and are limited by the value of 
that product. 


The notion that by the payment of 
high wages everybody can be made 
prosperous must be open to serious 
challenge, otherwise the industrialists 
and capitalists of the world long ago 
would have resorted to this remedy, for 
surely they are as much concerned as 
anybody can be about increased pur- 
chasing power. 

It may be pointed out that the Ameri- 
can standard of living, above that of 
the world level, has been due to higher 
wages; but, in reality, our natural re- 
sources, the employment of machinery, 
and the general character of our in- 
stitutions, are the actual reasons for our 
high standard of living, which is the 
result of abundant production of goods 
that can be sold at moderate prices. 

When, by the magic of high money 
wages, you can bring in an era of uni- 
versal prosperity, the circle will be 
squared, the elixir of life and the foun- 
tain of youth discovered, the philoso- 
pher’s stone become a reality, the exact 
measurements of Prester John’s foot de- 
termined, the weary pilgrim will be 
gladdened by the sight of Carcassonne 
and Norumbega’s towers, and the pot of 
gold at the end of the rainbow will no 
longer elude the quest of those mortals 
who have wishfully sought it in vain. 


© 


FOR NATIONAL DEFENSE 


OMPLETE assent should usually fol- 

low a demand of the President of 
the United States for increased appro- 
priations to provide for appropriate na- 
tional defense, since the desire of all 
Americans is to have their country ade- 
quately protected against foreign ag- 
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Eecrriciry 


is advertised not by what it is, 
but by what it does. 


The importance of the great pub- 
lic service rendered by banks 
is sometimes overlooked in the 
study of an impressive statement 
of assets and liabilities. 


We are appreciative of the fact 
that it is the facilities here made 


available to the advantage of our 
many correspondents that have 
made this a great bank. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 


Member of Federal Deposit Insurance Corporation 
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gression. But the word “defense” is 
susceptible of more than a single in- 
terpretation. It may mean, and in the 
popular mind does mean, protection of 
our shores from assaults by a foreign 
enemy. The meaning may be extended 
to include the protection of the lives 
and property of those domiciled in 
other lands. 

Taking up first the popular under- 
standing of the word, it is. difficult to 
see from what particular source this 
country is menaced at the present time; 
nor has it been clearly shown that in 
case of such an attack our defenses are 
inadequate. Theoretical combinations 
of enemies could be constructed, but the 
probabilities of any such combination 
becoming actual are exceedingly re- 
mote. 

The second interpretation of the term 
takes us further afield, involving pro- 
tection of property and life of Ameri- 
cans residing abroad. It may also mean 
the “quarantining” of recalcitrant na- 
tions, as envisaged in the Chicago 


speech of the President. 


While there would be little or no 
dissent from taking all necessary meas- 


ures for defending American shores 
from outside attack, this unanimity of 
opinion would be subjected to consid- 
erable strain when it comes to protect- 
ing American interests in foreign coun- 
tries. On this policy there are at least 
two schools of opinion: one would 
have Americans leave a country in 
which their lives and property are 
threatened; the other would afford pro- 
tection in accordance with treaty or 
other rights. How far the latter form 
of protection is to be carried is also 
a matter for differences of opinion. It 
may consist of mere diplomatic protests, 
accompanied by demands for compen- 
sation for injuries actually received, or 
it may involve the employment of eco- 
nomic sanctions, or even of force, the 
latter meaning war. 

Before embarking on the outlay of 
$800,000,000 for “defense” purposes. it 
would clarify the situation if more ex- 
act information could be had respecting 
the exact nature of this defense. 

There is abroad a certain impression 
that the United States, in conjunction 
with England and France, is preparing 
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to embark on a policy of disciplining 
other nations whose form of govern- 
ment and foreign policies are not in 
accord with those of the three so-called 
democratic countries. That such an 
adventure on our part would be fraught 
with grave danger must be apparent. 

Another aspect of this large outlay 
for defense is that it may be suspected 
as being a part of the familiar device 
of governments whose domestic popu- 
larity is waning to seek to restore this 
popularity by shifting attention from 
home to foreign affairs. Patriotic senti- 
ment is quick to respond to such an 
appeal. 

One benefit, aside from providing for 
better national defense, is looked for 
in the added employment that will be 
gained by the expenditure of $800,000,- 
000 for national defense. Other na- 
tions have been building their “pros- 
perity” upon this sandy foundation. In 
so doing they are really adding noth- 
ing to their national wealth. At a time 
when the peoples of the world are so 
sadly in need of increased means for 
better lives—for more food, shelter, 
clothing and even of ordinary luxuries 
—it is a sad commentary on modern 
civilization when the great nations of 
the world find themselves in a position 
where they feel that vast sums must be 
appropriated for the destruction of 
human lives, and for making the lives 
of those who are spared less happy and 
deprived by this course of much of the 
means of making life tolerable. 

But, when all is said, there is here 
a strong tradition in favor of uphold- 
ing the foreign policy of the President 
and the Department of State. And, no 
doubt, adherence to that tradition will 
support the Administration in _ the 
course it deems necessary to defend 


America. 
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TO END BANK HOLDING 
COMPANIES 


QWINGING about his shillelagh at 

various offending heads, on a recent 
occasion, President Roosevelt gave a 
resounding thwack at bank holding 
companies. “Why,” he asked, “should 
there be any holding companies? This 
applies to all fields, but particularly to 
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banking. Why cannot a bank run it- 
self in a community able to support it?” 

This inquiry brings up the age-old 
controversy between branch and unit 
banking. And the replies will be ac- 
cording to the bias of those making 
them. Nothing is to be gained by con- 
tributing further to that controversy, 
but the question of the bank holding 
company is of a somewhat different 
character. Bank holding companies are 
of several kinds, but as distinguished 
from branch banking the component 
members usually retain a considerable 
degree of liberty. Their executive staffs 
are usually much the same as when the 
banks were independent, and they have, 
as a rule, a much greater voice in the 
management than do the branch man- 
agers. No doubt, however, the general 
policies of the constituent banks are 
shaped by the holding company. 
Whether these policies will be good or 
bad, for the interest of the component 
banks and the welfare of the commu- 
nity, will all depend upon the character 
of the holding company; whether its 
motives be greed and its own aggrand- 


izement, or a reasonable degree of profit 


based on service to the banks and 
through them to the community. 


Obviously, the holding company can 
pursue a selfish policy of exploiting 
both the absorbed banks and the pub- 
lic. It can just as clearly serve its 
own best interests by being mindful of 
the interests of its “member” banks and 
of the welfare of the public. Between 
these two types of holding companies 
there is a world of difference, and per- 
haps legislation might better concern 
itself with stamping out the one kind 
and strengthening the other, rather than 
with sentencing alike the offending and 
unoffending to extinction. 

The history of some of these holding 
companies has been exceedingly bad, 
just as the history of others has been 
good. Chain, group and holding com- 
pany banks went down in the depres- 
sion, but so did thousands of independ- 
ent banks. In some cases, especially in 
the farming sections of the country, 
hundreds of banks were saved from 
failure by being under the protecting 
wing of a strong holding company. 

There are manifest advantages a hold- 
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ing company can offer to banks in- 
cluded in the group: better systems of 
accounting and management; advice in 
the making of loans and buying secu- 
rities; assistance in times of stress, etc. 
But, on the other hand, the holding 
company whose management is short- 
sighted and not regardful of the wel- 
fare of the banks it controls, or of the 
communities which these banks serve, 
can also impose on these banks weak 
management, encourage them in making 
unsound loans, and force them to buy 
securities of doubtful value. To curb 
or destroy altogether concerns of the 
latter type, and to foster the others, 
might be a wiser policy than to de- 
stroy both. 

Opposition to bank holding com- 
panies, properly organized and man- 
aged, might be less than to branch 
banking, for they afford most of the 
advantages of the branch system with- 
out some of its objectionable features, 
such as almost absolute control by ab- 
sentees. But, of course, the thick-and- 
thin believers in independent unit banks 
will never look at the matter in this 
light. If “runs” on banks are stopped 
by Federal insurance of deposits, the 
weaker banks will then no longer be 
subjected to the attacks that have in 
the past proved fatal. But the chief 
support afforded in this case is supplied 
by the funds contributed by the larger 
banks. They pay for the mistakes of 
others, but have no say in regard to 
the policies of the banks their contribu- 
tions are called on to sustain. 

Should the bank holding company be 
extinguished by pending legislation, this 
may, whether so intended or not, pave 
the way for the introduction of general 
branch banking. 


10) 


UNITED STATES STEEL GOES 
AHEAD 


Y borrowing of banks in New York, 

Chicago and Pittsburgh the very 
tidy sum of $50,000,000, the United 
States Steel Corporation gives practical 
evidence of faith in the future of one 
of the country’s leading industries. Evi- 
dently, this loan was secured to meet 
cash outlays incident to a policy of ex- 
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pansion, decided on some time ago, and 
involving an outlay of some $80,000,- 
000 for capital improvements during 
the current year. That the cash was 
obtained by borrowing from banks, in- 
stead of by issuing stock or bonds, must 
be interpreted as representing the most 
economical plan. While the rate the 
loan will bear was not announced, it 
will undoubtedly be low in the present 
state of the money market. 

It may be that other corporations, 
heretofore relying on their large undis- 
tributed earnings as a source of capital 
expansion, will have to resort to the 
banks for loans for this purpose, which 
would be a good thing for the banks, 
but not quite so good for the corpora- 
tions, since they could have provided 
for enlargement of plants without bor- 
rowing had it not been for the punitive 
taxation of undistributed earnings. An 
appreciation of this changed situation 
might lead the banks to look on this tax 
with a more lenient eye than they have 
regarded it in the past. But, to the 
credit of the banks, they have not con- 
sidered the tax from a purely selfish 


standpoint, considering it to be an un- 
wise brake on desired industrial expan- 
sion. 


The fact that the United States Steel 
Corporation has given evidence in this 
striking fashion of its faith in the future 
of America should serve to hearten the 
doubting Thomases. 
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WASHINGTON PILGRIMAGES 


S the experience of bankers in jour- 

neying to Washington seems not to 
have been productive of hoped-for re- 
sults, the admonition may properly be 
addressed to business men—big and 
little—that their experience may dupli- 
cate that of the bankers. 

These pilgrimages to the National 
Capital are in the main unfruitful, es- 
pecially to those engaged in industry 
and trade, and they are wholly unneces- 
sary. Anyone engaged in business can 
make his views known by communicat- 
ing them to members of the House and 
Senate, thus saving the expense of a 
journey to Washington, with little re- 
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sulting benefit, except to the rather ex- 
pensive hotels of that city. 

Knowledge of the efficient conduct of 
manufacturing and distributing the 
goods wanted by the people does not 
exist at Washington, but in the thou- 
sands of farms, shops and factories 
throughout the land. Surely, it cannot 
be reasonably expected that any public 
official can show these concerns how 
their business ought to be run. 

If those engaged in industry and trade 
are distrustful of the attitude of Gov- 
ernment toward business, they can first 
seek for a remedy by bringing their 
complaints to members of Congress, 
and failing to find satisfaction there, 
they can resort to the ballot-box. 

Whatever faults may be _ justly 
charged against public authorities for 
their attitude towards business, the re- 
sponsibility rests squarely upon the 
shoulders of those who placed these au- 
thorities in power and kept them there 
after four years of witnessing their do- 
ings. 
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“A SEVERE INDICTMENT OF BANK- 
ING IN THE UNITED STATES” 


HIS statement is enclosed in quota- 

tion marks in order to prevent read- 
ers from inferring that it is the view 
of THE Bankers Macazine. It ap- 
peared in a contributed article in the 
January issue, written by Walter P. 
Deering, assistant cashier of the Na- 
tional Bank of Commerce, Portland, 
Maine. The statement in full was as 
follows: 

“The very fact that it has been con- 
sidered necessary to protect depositors 
through such an agency as the Federal 
Deposit Insurance Corporation, is a se- 
vere indictment of banking in the 
United States.” 

It would be of interest and value to 
the banking fraternity if one could say 
just why this step had been considered 
necessary. In discussing the matter, no 
reference will be made to the principle 
of deposit insurance, nor to the activ- 
ities of the Federal Deposit Insurance 
Corporation. 

In a very interesting discussion of 
banking problems by Ralph W. Manuel, 
president of the Marquette National 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


Bank, Minneapolis, Minn., and also ap- 
pearing in the January issue, this state- 
ment appeared: 


“The basic weakness in our present 
banking scheme is not one that can be 
cured by shifting the burden. The 
present obligation of the banks to their 
depositors is inherently unperform- 
able.” 


This the author regarded as being the 
case because savings funds were in- 
vested in long-term obligations, and 
therefore could not be paid on demand 
except by turning liquid funds into cash 
or by the sacrifice of securities. 


But it would seem that the problem 
has deeper implications. Did deposi- 
tors who made sudden demands on the 
banks know this “basic weakness,” or 
were they simply acting in the light of 
the experience at the time of other bank 
crises? What was the cause, except dis- 
trust, that made depositors rush to the 
banks to draw out their funds? 


Could a satisfactory answer be given 
to these questions, much light would be 
thrown on the history of bank runs, 
which have been frequent and some- 
times disastrous. Probably there is a 
psychological explanation of runs on 
banks; that they are due to the belief 
that in times of general distrust the 
safest place for one’s money is to have 
it in hand. But surely, if this is a 
tenable explanation, it would hardly 
apply to a situation where the banks, 
in commercial panics, had met numer- 
ous severe tests. Very likely, it was 
precisely because that in the past hun- 
dreds of banks had not safely passed 
through such ordeals, that caused de- 
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New York City 


positurs such widespread lack of con- 
fidence. 

Still, one is somewhat puzzled in at- 
tempting to account for the necessity 
of deposit insurance. Why were banks 
not made safer by better banking laws, 
by their strict enforcement, by im- 
proved management, or by maintenance 
of sounder traditions among bankers 
themselves? Why did they not set their 
houses in order before the services of 
the sanitary squad were invoked? Was 
it because of the multiple banking sys- 
tems, or as Mr. Manuel contends, that 
“the present obligation of the banks to 
their depositors is inherently unper- 
formable?” 

Unfortunately, the time for quashing 
the “indictment” has passed. 


OF 


MONETARY POLICY AND PUMP 
PRIMING 


AITH in the efficacy of further mone- 

tary manipulation and pump priming 
received a harsh jolt from the report 
of the Business Advisory Council, made 
to the President of the United States. 
Quite tersely, and rather bluntly, the 
report says: 

The recession has led to renewed demands 
in some quarters for a further cheapening 
of the dollar and pump priming. We be- 
lieve the adoption of such measures at this 
time would seriously interfere with, if not 
completely prevent, the resumption of 
fundamentally sound recovery. 


Language could hardly be more tell- 
ingly employed. Both further devalua- 
tion of the dollar and additional pump 
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priming are condemned as interfering, 
or perhaps preventing the resumption 
of a fundamentally sound recovery. 

Had the report gone further into the 
monetary policy, it might have found 
additional means of condemnation. 
There is the policy of buying unneeded 
silver at a fictitious price, and the au- 
thority lodged in the hands of the Presi- 
dent to issue $3,000,000,000 in green- 
backs. But, doubtless, the Business 
Advisory Council wished to concentrate 
attention on proposals for further ex- 
cursion into the realm of monetary 
tinkering and pump priming. 

Recently, the President himself has 
expressed lack of belief in monetary 
magic, a conclusion he might have 
reached much earlier with great bene- 
fit to the country. 

If the greenback authority and the 
silver buying policy were both imme- 
diately repealed by legislation, it would 
be an indication that a recognition of 
the fact that monetary manipulation has 
been harmful rather than beneficial to 
the country, and that the future is to 
witness no more of like unsound ex- 
periments. 
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COMPLEXITY OF TRUST COMPANY 
OPERATIONS 


HAT the growing complexities of the 

modern world have greatly added to 
the responsibilities of trust companies, 
is shown by a recent article in The 
Girard Letter, published by the Girard 
Trust Company of Philadelphia. Dis- 
cussing the operations of a modern trust 
department it is said: 


Imagine for a moment the responsibility 
of managing almost a billion dollars’ worth 
of assets of every conceivable type—stocks, 
bonds, cash, ground rents, mortgages, real 
estate, and dozens of going business con- 
cerns—all of which belong, not to those 
managing them, but to thousands. of sepa- 
rate individuals, each. of whom has given 
more or less exacting instructions as to how 
his property is to be handled. 


Visualize the administrative problems, the 
legal problems, the tax problems, the in- 
vestment problems, to say nothing of the 
scores of routine tasks involved. Think of 
the dozens of specialized abilities required, 
of the innumerable daily contacts with the 
public, of the thousands of business transac- 
tions necessary. Consider the problem of 
protecting those assets against depreciating 
influences of every kind; and of managing 
each of those properties so as best to carry 
out the intent of the owner and to serve 
the interests of those countless individuals 
and families who look to them for present 
income and future security. 

Inject into this the human element in- 
volved in being, for all practical purposes, 
a “financial member” of thousands of 
families—living with their problems, study- 
ing their needs, advising them and protect- 
ing their interests in countless ways, both 
in matters of importance and in inconspicu- 
ous details. Imagine all of this—and you 
have some conception of the day to day 
tasks of a modern trust department. 


Tn an early day, this company might 
have had to look after some fifteen or 
twenty issues in all, while now one 
large railroad system has 122 issues of 
stocks and bonds traded in on the ex- 
changes. After dealing with the com- 
plications brought about under condi- 
tions in the modern world, the Letter 
says: 

In the light of these developments, the 
effective solution of the many-sided prob- 
lems of estate management has come to re- 
quire steadily increasing specialization, and 
the constant attention of an organization 
engaged primarily in that work. 


Viewing all these complexities, a 
banker might well hesitate before add- 
ing trust functions to his ordinary 
banking operations, though in a bank 
of moderate size his problems would be 


less complicated. In the large trust 
companies efficiency can be attained 
only by a division of the work into de- 
partments, in charge of specialists. 

It is highly creditable to the trust 
companies that, with all the difficulties 
with which they have to contend, they 
have been so successful in their opera- 
tions. 
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The tax situation of foreign 
investments in the United States 


By Dr. Freperick Etsner, L.L.B. 


N the first article dealing with the 
above subject a short outline was 
given in regard to the general prin- 

ciples guiding the taxation of foreign 
investments in the United States. It 
was shown that there are, broadly 
speaking, four different systems for the 
taxation of foreign investments, and 
that the question which of these sys- 
tems will govern the respective case de- 
pends upon the fact whether or not the 
foreign investor is a natural person or 
a corporate entity and whether he is 
doing business in the United States or 
maintains an office or place of business 
therein (Group B) or whether that is 
not the case (Group A). 

The present article will try to analyze 
the situations which arise in the case 
of certain common types of investments. 

Generally, there is a definite motive 
for an investor which induces him to in- 
vest a more or less large part of his 
capital in a foreign country, especially 
in the United States. The most fre- 
quent types of motives in these times 
seem to be either the wish for a larger 
profit (I), or the wish for a distribu- 
tion of chances and risks (II). or the 
desire to avoid the political hazards 
which seem to be an integral part of 
contemporary aspects of the European 
situation (III). 

Each of these three motives will lend 
weight to the various forms of foreign 
investments in the United States, and 
each of the resulting types of invest- 
ment has its own taxational aspects. 


I 


We shall at first consider that class 
of investments which is mainly born 
out of the desire for a higher profit. 
Such investment must, necessarily, be of 
a more or less speculative character. Its 
owner does not want the regular, small 
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return resulting from Government 
bonds or similar securities. He wants 
rather to invest in shares, par or non- 
par value, which he believes have good 
chances for increasing their quotations, 
and which he is ready to sell as soon as 
the expected improvement in the mar- 
ket quotations has been realized, with- 
out being worried whether the shares, 
while in his ownership, are yielding 
a satisfactory rate of return. 

In case such investor maintains his 
investments in the United States as a 
private individual, without doing busi- 
ness in the United States or having an 
office therein (Group A), he has to pay 
only a 10 per cent. tax on all interest 
and dividends received from his Ameri- 
can investments, provided such yearly 
income is not higher than $21,600. 
However, profits derived by such person 
from the consummation of sales and 
purchases in the United States of stocks 
through a resident broker are not taxed 
in the United States. Suppose such per- 
son should sell the shares each time 
before dividends are distributed so that 
he actually does not receive any divi- 
dends at all, he would not be taxable 
in the United States, though the profit 
arising out of the buying and selling 
of the securities may be a very substan- 
tial one, even more than $21,600 within 
the taxable year. The investor may have 
to pay taxes for such profit in the 
country of his residence. 

In case this investor should be en- 
gaged in trade or business within the 
United States or have an office or place 
of business therein (Group B), the 
gains made through buying and selling 
securities would be taxable, as are also 
dividends and interest which he derives 
from the securities. Such investor, 
however, would be permitted to deduct 
the personal allowance of $1000 and 
receive credit for other statutory items, 
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as, for instance, business expenses, 
losses, depreciation, etc. 

The same distinction as it exists in 
the position of individuals of Group A 
and Group B exists also for corpora- 
tions. That means that the foreign cor- 
poration belonging to Group A has to 
pay income tax only on dividends or 
interest received on its securities in the 
United States, whereas the foreign cor- 
poration belonging to Group B must 
pay taxes also on gains realized by pur- 
chasing and selling American securities. 

Let us assume, then, that a foreign 
investor sells his securities each time 
before interest or dividends are dis- 
tributed so that he actually does not 
receive any income from them but de- 
rives a profit of $50,000 from his trans- 
actions in the market. The following 
situation will arise: 

Tax Dur 
Non-resident 


Alien Alien 
Individuals Corporations 


Group A Group B Group A Group B 
$9,390 $10,780 


Net 
Income 


$50,000 


While, in such case, individuals or 
corporations of Group A have to pay 
no taxes at all, a heavy tax burden ex- 
ists for the members of Group B. In 
case the securities have been held by 
the owner for more than a year, only 
80 per cent. of the gain upon the sale 
of'the security will be taken into ac- 
count in computing the net income. 
This rate progressively diminishes and 
is only 30 per cent. in case the shares 
have been held longer than. thirty 


years. 
II 


A large section of the foreign in- 
vestors in the United States do not look 
exclusively for chances to gain substan- 
tial profits, but are also influenced by 
the motive to distribute the local risks 
involved nowadays in investments in 
their own countries.. These investors, 
therefore, while chiefly investing in 
shares, prefer more conservative types 
of securities, which guaranty a certain 
regular yield, in addition to fair chances 
for gains in their quotations. Let us 
suppose such investor realized $10,000 
as dividends on his shares, and an ad- 
ditional amount of $20,000 as capital 
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gain. The situation is then the follow- 
ing: 
Tax Due 
Non-resident 
Alien Alien 
Individuals Corporations 


Group A Group B Group A Group B 
$30,000 $1,000 $3,970 $1,000 $4,730 


Net 
Income 


III 


The last, but not the least, group of 
investors are only looking for the se- 
curity factor in making an investment 
in a foreign country. They are not in- 
terested in deriving capital gains from 
their foreign investment, but want only 
a stable and regular interest service. 
Therefore, the income of these investors 
will exist almost exclusively in interest 
and dividends, without either gains or 
losses of capital. One of the most popu- 
lar investments for such purpose are 
certain United States Government bonds 
and obligations of the states of the 
Union, and Treasury certificates of in- 
debtedness and postal savings accounts 
as well. The regulations in regard to 
taxes upon income derived from United 
States Government bonds are not uni- 
form and can be determined only for 
each respective issue according to the 
provisions as contained in the acts au- 
thorizing the issue thereof, as amended 
and supplemented. The fact, however, 
that many of these issues are wholly 
tax exempt is often considered a worth- 
while consideration for the low yield of 
such first-class investments. 

Let us now consider the case of an 
alien investor whose investments con- 
sist, in an equal amount, of private 
bonds without tax privileges and of 
shares upon which he derives a yearly 
income of $30,000 in form of interest 
and dividends, without capital gains or 
losses. The following synopsis shows 
the situation in such case: 


Tax Dvr 
Non-resident 
Alien Alien 
Individuals Corporations 


Group A Group B Group A Group B 
$3,970 $3,970 $3,000 $990 


Net 
Income 


$30,000 
The few éxamples as shown here 


should not be considered as giving an 
answer to all problems arising in this 
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connection. The figures of each case 
may be considerably changed by the 
possibilities of deductions for costs and 
losses, and many other factors which 
cannot be adverted to in extenso, be- 
cause they may occur in most variable 
forms. Only a careful consideration of 
each particular case will permit analysis 
of all the problems connected with it. 

A special form of capital investment 
which has been much favored in recent 
times by foreigners is the settlement of 
a personal trust. The trust form is gen- 
erally preferred by those investors who 
are looking for a permanent form of 
investment and for absolute independ- 
ence from any local risks or dangers, 
and the advantages of a trust for these 
investors are obvious. The forms for 
personal trusts are innumerable and 
adaptable to the needs of each individ- 
ual case. For taxation purposes, the 
Revenue Act distinguishes two kinds of 
trusts. One sort of trust is the so-called 
revocable. trust, that is, those wherein 
there is provided at any time the power 
to revest in the grantor title to any part 
of the corpus of the trust in this man- 
ner: 

(a) In the grantor, either alone or 
in conjunction with any person not 
having a substantial adverse interest in 
the disposition of such part of the cor- 
pus or the income therefrom, or 

(b) In any person not having a sub- 
stantial adverse interest in the disposi- 
tion of such part of the corpus or the 
income therefrom. 

In case the trust is a revocable one, 
the income of it is included in comput- 
ing the net income of the grantor. 
Otherwise stated, the grantor pays the 
same taxes he would have to pay in 
case the capital were not invested in 
the form of a trust, but owned by him 
personally. The grantor pays the tax 
according to the class and status of tax- 
payers to which he belongs in persona. 

The regulation is different for trusts 
not revocable, under the above-men- 
tioned conditions. Such trusts, for ex- 
ample, may provide that the income 
shall be accumulated in trust for the 
benefit of persons with contingent in- 
terests, or for future distribution under 
the terms of the trust. Or, the income 
is to be distributed currently by the 
fiduciary to the beneficiaries, or it may, 


More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank. They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days 1 
will either remit $2.50 or return the book. 
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Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE, MASS. 


in the discretion of the fiduciary, be 
either distributed to the beneficiaries or 
accumulated. If, however, any part of 
the income of the trust is at the discre- 
tion of the grantor or of any person 
not having a substantial adverse inter- 
est in it, the disposition of such part 
of the income may be held or accumu- 
lated for future distribution to the 
grantor or may be distributed to him 
or may be applied to the payment of 
premiums upon policies of insurance on 
the life of the grantor, then such part 
of the income of the trust shall be in- 
cluded in computing the net income of 
the grantor. The reason for this is that 
the grantor, in such cases, is regarded 
as remaining, in substance, the owner 
of the corpus thereof. If, however, the 
grantor is not regarded as remaining, 
in substance, the owner of the corpus 
of the trust, and if the trust is not a 
revocable one, then, and in all such 
cases, the trust is considered to be a 
separate taxable entity the income of 
which is not to be included in comput- 
ing the net income of the grantor, but 
is taxed as if the trust were a resident 
individual person, and its net income 
is computed in the same manner and 
on the same basis as in the case of an 
individual. A personal exemption of 
$1000 is allowed. If, however, the trust 
instrument requires or permits the ac- 
cumulation of any portion of the in- 
come of the trust and there is not dis- 
tributed an amount equal to the net 
income, no such personal exemption can 
be made. The following shows the tax 


dues for such trust, it being supposed 
that a personal exemption of $1000 will 
be allowed; there is also shown the 
rates a non-resident alien individual 
grantor has to pay, if the trust is rev- 
ocable or the grantor is, for other rea- 
sons, regarded as remaining, in sub- 
stance, the owner of the corpus of the 
trust. 


Net Non-revocable 
Income Trust 

$ 3,000 $ 68 
5,000 140 
9,000 464 
15,000 1,104 
21,000 2,004 
33,000 4,604 
51,000 9,644 
101,000 33,944 


Revocable 
Trust 
$ 300 
500 
900 
1,500 
2,100 
4,604 
9,644 
33,944 


While it seems that in the higher in- 
come brackets the tax rates are the same, 
there is still a marked difference. For 
as the tax on the non-revocable trusts 
is the same, whether or not the grantor 
has an additional income, the income 
of a revocable trust is added to the 
other income to the grantor, with the 
effect that the income, as a whole, is 
taxed in a higher bracket and therefore 
at a higher rate. The decision whether 
or not an investment should be made 
in the form of a trust should depend 
entirely on the personal circumstances 
of the investor and the purpose of the 
investment. In case the trust is settled 
for the benefit of scientific, charitable, 
educational, or similar purposes, the 
Revenue Act allows additional deduc- 
tions. 

A word should be added in regard 
to the possibilities for future changes 
in the American tax system, as _ this 
topic, at present, occupies the attention 
of the Government and the public as 
well. If some change takes place, it 
is probable that the undistributed profit 
tax will fail. The tax never did apply 
to foreign corporations of any kind, so 
its possible repeal would not directly 
affect foreign investments here. There 
is also under consideration a proposal 
to ease the so-called capital gains tax. 
Should such change occur, it would 
substantially lighten the tax burden of 
investments made by foreign individuals 
or corporations of Group B. 
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Appraising municipal credit 


II. The economic background .. . 


N a previous article, the factors con- 

stituting the basic elements upon 

which municipal credit rests were 
summarized. The group forming the 
economic background—sources of in- 
come, industrial diversification, business 
conditions, location, population, and 
government—was especially emphasized 
because of its overwhelming importance 
in municipal affairs and municipal 
credit. The economic base of munici- 
palities is like the foundation of a house. 
Without a well-founded economic back- 
ground municipal credit cannot be 
properly sustained. In this article the 
factors which make up the economic 
background, the social status, popula- 
tion and its trend, and government and 
its form, organization and personnel 
will be discussed. 

By the economic status is meant the 
sources of income and other basic ele- 
ments upon which a community depends 
for its welfare, or the sources and_at- 
tributes from which the income of the 
population of a community is derived. 
Location and transportation facilities 
are contributory elements as well as fac- 
tors entering into the economic back- 
ground of localities. Obviously, the 
wider the spread of economic resources 
and the greater the number of con- 
tributory elements to a community, the 
sounder is the basis for municipal 
credit. A broad economic base yields 
stability of income sources, while 
numerous contributory attributes pro- 
vide an effective method for the main- 
tenance of the relative economic im- 





portance of a locality. The best method _ 


of appraising the economic background 
of a political entity is to analyze the 
sources of income of the community in 
accordance with industries or industrial 
groups, embracing the number of es- 
tablishments; their nature and charac- 
ter, labor employed, wages paid, ma- 
terials_used, electric energy or other 


fuels consumed, and the value of out- 
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By Basit C. Ropes 


put_per_ industry or industrial group. 
It is pertinent to distinguish between 
the so-called heavy or capital goods in- 
dustries and the consumer lines. A 
combination of the two branches well 
distributed among the various manufac- 
turing classifications provides an ideal 
basis for a sound economic background. 
The best source for securing this data 
is the Census of Manufactures of the 
Department of Commerce. 


This is one of a series of articles 
on municipal securities by Mr. 
Rodes which will appear in THE 
BANKERS MAGAZINE during 
1938. 


An analysis of the income sources 
should further disclose the nature and 
character of other economic activities 
or contributory elements; such as ship- 
ping, banking, distribution, tourist 
trade, and educational facilities or gov- 
ernment. Although certain economic 
activities are not always accurately 
measurable in dollars and cents, they 
are all factors entering into the eco- 
nomic life of a community and influ- 
ence its sources of income. The com- 
position of industries and their im- 
portance, however, should be carefully 
considered. Printing and baking, for 
instance, cannot be definitely classified 
as an industrial source of income to all 
communities in the sense that they bring 
in income from the outside, if these 
plants are operating merely to supply 
local needs. In our present-day eco- 
nomic_ society industries of this char- 
acter are considered in the light of 
service trades, which depend upon the 
income already derived by society from 
other sources. In other instances these 
industries are important sources of in- 
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come to localities. Printing, for ex- 
ample, to New York City, Philadelphia, 
and Chicago is an important industrial 
source of income. Similarly, unlike the 
local baking establishment in a small 
town, the baking industry is a signifi- 
cant contributor to local income in 
Battle Creek, Buffalo, Duluth, and 
Kansas City. 


Wealth and Values 


In studying the economic status of 
a community, utilization of resources 
and the relative value of developed 
wealth should be taken into considera- 
tion. The utilization of resources and 
the level of economic values are not 
equal in all parts of the country. Values 
generally vary in accordance with eco- 
nomic development. Values in larger 
cities are usually higher than in smaller 
communities. Moreover, industrial and 
manufacturing properties have a greater 
value in some parts of the country than 
in others; as, for instance, in New Eng- 
land and the Middle West. Values in 
Milwaukee and Minneapolis, for ex- 
ample, are greater than in St. Louis or 
Memphis. Likewise, values in Pitts- 
burgh are also greater than in Birming- 
ham, although both cities derive their 
importance largely by virtue of their 
dependence upon the same source—the 
steel industry. 


Long-term Trend Paramount 


The character and nature of economic 
activities and industries must be also 
studied as to their long-term develop- 
ment, prospects and trend. Every eco- 
nomic activity and every industry is 
subject to two influences: the current 
business cycle, caused by temporary 
economic disturbances, and the long- 
term industrial cycle, which is affected 
by fundamental economic changes 
emanating from the permanent loss or 
exhaustion of natural resources or_are 
produced either by industrial migration 
or technological improvements or both. 
The inherent dangers pertaining to dis- 
locations resulting from fundamental 
economic and industrial changes are 
far more serious than those caused by 
the current business cycle. The effects 
of business cycles are especially bur- 
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densome to communities possessing 
limited resources or those which depend 
primarily upon a single economic _ac- 
tivity or a single industry. While tem- 
porary disturbances can be adjusted in 
due course, permanent economic dis- 
locations may prove detrimental to 
creditors. 

The current business cycle should be 
also analyzed in order to appraise eco- 
nomic activity and industrial produc- 
tion at each particular period, because 
it affects the current income of the com- 
munity and consequently tax collections 
and public budgets. Communities which 
were dependent upon limited sources of 
income suffered severely during the de- 
pression period of the early ’30s, and 
many cities were forced to suspend serv- 
ice payments or seek readjustment of 
their debts. Such cities as High Point 
and Greensboro, N. C., Grand Rapids, 
Mich., Bessemer, Ala., Astoria, Oregon, 
and many others possessing limited in- 
dustrial diversifications, sought tem- 
porary adjustments or permanent re- 
ductions of debts. On the other hand, 
cities with diversified sources of income 
maintained service payments, despite 


difficulties. 
Location and Transportation 


Other factors directly or indirectly 
affecting the economic status of munici- 
palities are geographic location and 
location of a city. and its relation to 
producing areas, raw materials, labor 
supply, electric energy sources, consum- 
ing markets, and its relative position to 
other producing and consuming cen- 
ters, have an important bearing upon 
growth and development. Area is of 
indirect significance, for it affects gov- 
ernment operating costs, such as polic- 
ing, sanitation, street maintenance, 
lighting, etc. Transportation facilities 
are, perhaps, among the most important 
contributory factors to be considered, 
because not only do they reflect the ex- 
tent of economic development, but the 
possession of adequate transportation 
facilities promotes future growth. Ship- 
ping and railroad lines, terminal facil- 
ities, freight rates, and freight tonnage 
and car loadings indicate the extent and 
volume of traffic, and_ incidentally, 
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these factors also show the trend of 
business conditions at any particular 


time. Banking, insurance facilities, 
commercial and distributing establish- 
ments are other contributory forces 
adding to the economic importance and 
to the industrial advantage of localities. 
Likewise, cities in which the seat of 
“sovernment” and of institutions of 
learning are localized derive indirect 
benefits, although these establishments 
do not generally pay local taxes. 


The Social Status 


Population and its trend reflect the 
growth of communities over a period of 
years. A growing population is usually 
accompanied by an increasing economic 


activity, expanding wealth and_ sus-. 


tained values—implying a greater debt 
paying capacity. On the other hand, 
a declining population presages a. re- 
ceding economic activity, depressed 
real estate and other taxable values, and 
curtailed sources of income—invariably 
impairing the ability of political en- 
tities to carry and discharge public 
debts. The usual method of studying 
population trends is by calculating the 
growth (or the decline) of population 
on a percentage basis from period to 
period and by comparing the results 
with the national or group averages. 
The best-known source of securing these 
data is the Federal Census on popula- 
tion taken every ten years. States and 
cities often take their own census at 
intervals. In analyzing population 
trends, distinction should be made be- 
tween the permanent and the floating 
inhabitants of a community. Summer 
and winter resorts usually have a flex- 
ible population, but it is more conserva- 
tive to take the permanent population 
in making various calculations, espe- 
cially when appraising the debt burden. 

The metropolitan character of cities 
also must be taken into consideration; 
inasmuch as these cities derive substan- 
tial benefits thereby. There are ninety- 
six metropolitan areas in the United 
States with a combined population in 
excess of 54,550,000 or 44.6 per cent. 
of the total. The national growth of 
population in the United States, as re- 
ported by the Bureau of Census, has 
been 21 per cent. for the decade 1900 
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to 1910; 14.9 per cent. in the follow- 
ing ten year period, and 16.1 per cent. 
in the decade 1920-30. The average 
growth for a selected number of cities 
consisting of the larger municipalities 
was 30 per cent. in the period between 
1910 and 1920 and 25 per cent. in the 
following decade. A few cities, how- 
ever, showed even a greater growth. 

A more complete study of the social 
status of communities should embrace 
the quality, texture and racial composi- 
tion of the population. Available statis- 
tics usually contain the percentage of 
native white, the portion of foreign 
born, and the division of Negro and 
other non-white inhabitants. The Ne- 
gro population is usually large in the 
Southern cities. This distinction is 
necessary, because the economic ca- 
pacity or the earning power is not equal 
for all races. In addition, the texture 
of population influences social trends 
and social responsibilities. In periods 
of business depressions the make-up of 
the population determines relief out- 
lays, and these factors have an im- 
portant bearing upon municipal credit. 


Government and Its Organization 


Form of government and its organ- 
ization and personnel are other factors 
yielding an indirect influence upon 
municipal credit. Form of government 
means the type of government under 
which a municipality operates, while or- 
ganization refers to its administrative 
and internal set-up. The method of 
selecting officials, distribution of au- 
thority and_ responsibility, and the 
power of contracting debts, are elements 
worthy of attention. Current financial 
policies, the relief problem, social de- 
velopment and public improvements, 
and the policy towards the public own- 
ership of utilities and other business 
enterprises, are factors which should 
be analyzed. In addition, the date of 
organization should be noted, because 
age and experience with government 
affairs lend stability and prestige to 
public credit. 

The form of government under which 
a municipality operates reflects the 
progress made by a locality in modern- 
izing its municipal government machin- 
ery. There are a great variety of local 
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government organizations and forms in 
the United States, making it difficult to 
classify them. The states have set up 
standards regulating the organization 
and operation of their municipal cor- 
porations. A few states have introduced 
what is known as “home rule,” allow- 
ing their communities to select their 
own form of government within state 
supervision, while others permit greater 
freedom in local affairs. The most 
commonly-known type is that of the 
mayor-council. The mayor, councilmen 
and a great many other officials are 
elective. Minneapolis operates under 
this type. An outcrop of this system 
is the “strong mayor” type in which 
the mayor is vested with broad execu- 
tive and administrative powers and he 
often has the power of veto. Buffalo, 
N. Y., and Fitchburg, Mass., operate 
under this form. Los Angeles is re- 
ported to have adopted the most ad- 
vanced type of mayor-council form of 
local government. The mayor and 
fifteen councilmen are elected for four 
years. The mayor has wide powers of 
appointment and the power of veto. 
Each councilman is the chairman of a 
standing committee, corresponding to 
each major government department, 
while a separate citizens’ committee 
supervises the work of these depart- 
ments. 


The City-Manager Type 


Since the turn of the present century 
a new type has been evolved known as 
the commission form of government. 
When this is accompanied by a city 
manager, it is known as the “city- 
manager” type of government. A man- 
ager, however, may be employed with 
any other form of local government. 
In a commission form the number of 
commissioners varies from three to nine. 
One of the commissioners usually acts 
as the mayor while each commissioner 
heads one major administrative depart- 
ment. The commission has both legis- 
lative and administrative powers. A 
city manager is usually appointed to 
supervise and codrdinate the adminis- 


trative departments. The number of 
cities having introduced the city-man- 
ager type has been steadily increasing 
in recent years. A recent study includ- 
ing the 959 larger cities in the United 
States shows that the city-manager form 
has been adopted by 190 cities or 20 
per cent. of the total. Cities having in- 
troduced the commission type number 
186 or 19.4 per cent. of the total. The 
mayor-council form remains in practice 
among 546 cities or 56.9 per cent. of 
the total included in this survey. 


© 
PLAIN TALK TO BANKERS 


SPEAKING before a recent group meet- 
ing of the Virginia Bankers Association, 
Thomas C. Boushall, president, Morris 
Plan Bank, Richmond, told the bankers 
that they would be judged less by their 
claims than by their performances, say- 
ing in part: 


It is not alone our communities that we 
must study and fully understand, but it is 
ourselves and our institutions that we must 
analyze and appraise. We must learn 
wherein we need to adapt our services, im- 
prove our facilities, and exercise our func- 
tions to the end that the larger expression 
of the discovered potentialities of the com- 
munity may be achieved in reasonable maxi- 
mum. 

We do not need so much to advertise our 
totals of assets and liabilities as to exer- 
cise our total of devoted ability in the in- 
terest of our customers individually and our 
communities collectively. The high plane on 
which we exercise our maximum of useful 
ability in the interest of the community will 
more than adequately advertise our insti- 
tutions and obtain for them their deserved 
place in the sun. 

I do not believe that any program of 
selling the banking business of America 
through any formula of public relations can 
permanently succeed if the basic idea is to 
get the people to accept banking as it has 
been or as it is today. What America, what 
the people of your communities, will accept 
in all good faith is not the advertisement 
of what you would like to have believed 
about your past and present, but the con- 
crete evidence of your desire to serve wisely 
and well in a manner understanding of and 
geared to the needs of the people, not in 
the way you may choose to afford such 
services, but in the manner the people want 
those services made available to them. 
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<[Indorsement incorrect” 


**Many banks are careless when it comes 
to checking indorsements” 


By C. W. FisHpaucu 


Assistant Cashier, Security Trust and Savings Bank, Shenandoah, Iowa 


LONG with most of the other cities 

in the country we have a local 

“Bank Night.” Recently a young 
high school boy won the prize, which 
was $200. He was called to the stage 
and presented with a check for the prize, 
which was made payable to Edward 
Johnson. He cashed the check at a 
local bank but indorsed it Eddie John- 
son. Six weeks later his name was 
again called, the prize at that time be- 
ing $150. - This seemed such a coinci- 
dence that the manager promised to 
give him the check the following day. 
In the meantime he checked his records. 
He found that the first winning number 
was listed as 212—Edward Johnson, 
while the other number was 417—Eddie 
Johnson. Both registrations appeared 
to be in young Johnson’s writing. It 
looked as though Johnson was break- 
ing the “Bank Night” rule of registering 
more than once. For this reason the 
theater refused to pay the $150. Two 
weeks later the amount went to a new 
winner. Johnson brought suit against 
the show for payment of the $150. The 
manager then endeavored to find a 
scapegoat, by laying the blame on the 
bank for cashing the check. He charged 
that the indorsement of the check as 
Eddie Johnson was incorrect and that 
the check should never have been paid. 
He further alleged that Edward John- 
son was the name of the boy’s father, 
therefore, he was the proper party to 
receive the first prize, and not being 
present at the show, the prize should 
have gone unclaimed. He did not at- 
tempt to deny that the signature on the 
registration book was not young John- 
son’s. The bank he said had not used 
proper precaution in accepting an in- 
dorsement that was not fully like the 
payee of the check. 
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It does not need a court decision to 
convince one that the case has little if 
any merit. The manager had identified 
the winner before all the theater goers. 
He issued the check payable to the boy, 
the fact that he used the boy’s full name 
and not his nickname makes little dif- 
ference. The signature opposite 212 
was plainly that of the boy’s. How- 
ever, simple as this case appears, it has 
been very troublesome for the bank. It 
has caused the ill will of the theater 
manager as he wrongly feels the bank 
should have had the check indorsed in 
full. What difference this would make 
in respect to the second drawing he can 
not say. Aside from his ill will it has 
also caused bad publicity for the bank. 

One thing the case did do, it drove 
home to us the need for full indorse- 
ment of every check. We decided that 
although Tweedledum and Tweedledee 
were exactly alike, they must in the 
future indorse Tweedledum for Tweedle- 
dum and Tweedledee for Tweedledee. 

Banks have been very lax on indorse- 
ments for many years. The rapid change 
in banking and its problems is causing 
many old customs to be altered. We 
must now fall in line with the Federal 
and state agencies that require indorse- 
ments to be made in full. Insurance 
companies have also required this for 
many years while corporations and 
large firms are becoming stricter every 
year. 

We have also had a great deal of 
trouble with local chain store managers 
indorsing checks for cash to be used 
as change. Most of these stores have 
a general rule that their managers or 
employes can not indorse company 
owned checks for cash. When an ac- 
count of this nature is opened we im- 
mediately write the head office and as- 
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certain their desires in respect to their 
account. A copy of their answer is 
filed in the cash book of every teller. 
Then, should a manager or employe 
present a check for cash, the teller need 
only refer to his book. If the company 
forbids the cashing of checks, he reads 
the instructions to the customer. In 
this manner the burden is shifted from 
the bank to the company itself, and the 
manager can have no hard feeling to- 


ward the bank. 


Indorsements on checks that have 
been returned for “insufficient funds” 
or other reasons also carry liability. 
Customers should always be advised to 
cancel their indorsements at once. A 
merchant cashes a check for John Per- 
kins drawn on Oscar Noaccount, the 
merchant indorses it and deposits it at 
the bank, it is later returned “no ac- 
count.” It is charged back to the cus- 
tomer who in return is reimbursed by 
John Perkins. The merchant neglects 
to cancel his indorsement. John Per- 
kins raises the check ten dollars, takes 
it to another bank and requests the cash 
stating that the merchant has indorsed 
it for identification purposes. It is 


cashed and a few days later it is again 
returned, this time the merchant being 


unable to locate John Perkins. Such a 
case may seem improbable, but it has 
actually happened. An_ uncancelled 
indorsement is like leaving a signed 
blank check lying around. 

We have two stock buying terminals, 
that buy many thousands of dollars of 
hogs each week. They issue checks for 
their purchases and many of the farm- 
ers wish to cash the checks before leav- 
ing town. It was up to the bank to 
establish some means of identification 
or have the yards waive identification. 
This they refused to do, but offered to 
coéperate with us. It is customary for 
stock yards to issue a bill showing the 
weight and selling price of the stock 


which is given the farmer along with his 
check. We requested that the yard 
cashier have the farmer wishing to cash 
his check sign his bill and then have 
it stamped O. K. The farmer could then 
establish identity at the bank by com- 
parison of the signatures. It amounted 
to the same plan as used in travelers’ 
checks. This has worked out very well 
and could be used in any place where a 
large number of checks are issued. 

These hog yards at times have had 
trouble purchasing mortgaged stock. In 
order to prevent or at least reduce this 
they had the following clause printed 
above the indorsement line: 

The payee of this check by affixing his 
indorsement hereto does certify that there 
is no unsatisfied liens of any description 
against the hogs for which this check is 
given in payment and does further certify 


that he has the legal right to dispose of 
this money. 


There is a question whether this 
clause would be of any special help in 
event of a lawsuit. However, it does 
serve one purpose, it warns the seller 
and will probably make him hesitate. 
To sell mortgaged property is one 
thing but to sign your name and swear 
that it is not mortgaged is another. The 
grain dealers noticed this clause and 
many of them had rubber stamps made 
to use on their own checks. ; 

It seems that the only way to avoid 
trouble with indorsements is to be tech- 
nical and educate the customers to be 
likewise. Few people will object if 
they are required to place a missing 
initial in an indorsement. In the future 
they will likely remember without be- 
ing reminded. I might quote the old 
saying: “An ounce of prevention,” but 
will not, it being clearer and better to 
say: “The left end is the RIGHT end 
to indorse a check and the correct way 


is to do it RIGHT.” 
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The liability ratios in 
eredit analysis... 


HE very important Liability Ratios 
have received scant and insufficient 
attention on the part of authors of 
books dealing with systems of Credit 
Analysis. 
It is true that they advocate— 


The Current Ratio 
The Worth to Debt Ratio 


but these ratios show the operations of 
the liabilities in a very indirect manner 
and they have no direct function in 
demonstrating the ability of the debtor 
to meet his current obligations as they 
arise. : 

While the Current Ratio shows the 
proportion of current assets to current 
liabilities, this ratio cannot of itself 
give any direct assurance that these cur- 
rent assets can be realized upon in full 
(with the exception of cash) to meet 
the current liabilities. 

If the values put on Receivables and 
on Merchandise are inflated or are in 
undue proportion to Sales, then the 
supposed protection in the Current 
Ratio is correspondingly affected. 

As to the Worth to Debt ratio, it 
covers the same assets as are shown in 
the current ratio with the addition that 
there is added to the current assets the 
valuations set upon the non-current 
assets and these fixed assets cannot be 
used to pay obligations except in forced 
liquidation, and even then such assets 
will realize at best only a small per- 
centage of the value set on them. This 
ratio therefore adds nothing to the study 
of credit essentials. 

It should be apparent therefore that 
the liability ratios must be developed 
fully in order to demonstrate the 
strength or weakness of a credit propo- 
sition. These liability ratios are of 
equal importance to the current asset 
ratios in considering the proportions 
on a balance sheet. No definite con- 
clusion as to the worth of a credit 
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should be reached without measuring 
the liabilities both in proportion to the 
annual sales and in proportion to the 
liquid or working capital. 

Numerous exhibits in “Practical 
Credit Analysis” have demonstrated 
that, in spite of an apparently good 
current ratio, the credit availability of 
a given balance sheet has been dis- 
credited based on the ascertained facts 
that the 


Per cent. of Liabilities to Sales was too 
great, showing either the existence of slow 
paying accounts or too much merchandise 
on hand, or both. 

Per cent. of Liabilities to Liquid or 
Working Capital was too great showing 
either too heavy dependence on credit or 
speculative merchandising, or a_ business 
regulated on too high a volume of sales to 
meet overhead costs. 


For a quick and practical view of any 
credit there is no ratio as effective as 
that of percentage of Liabilities to 
Liquid or Working Capital, as this 
measures the debt against the current 
assets which are available to meet it. 

When there is any doubt as to the 
credit availability of a balance sheet, 
it is recommended to revalue the Re- 
ceivables and the Merchandise to cor- 
respond with those proportions which 
other merchants show in the same 
business, in order to obtain the fair 
liquidating value, for a going business, 
of each of these items. When this is 
done then total the value of all the 
current assets and subtract from it the 
sum of the current liabilities and the 
balance will give the actual liquid or 
working capital which is available to 
meet the debt. 

The accompanying statement of a 
Cotton converter and Jobber will dem- 
onstrate the value of above revaluation 
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method. This client was an old and 
profitable account but the volume of 
sales was declining yearly and the man- 
agement apparently was unable to ad- 
just itself to the changed conditions. 

Based on the Current Ratio alone, 
this statement might pass, but based on 
its Operating Ratios, it shows a bad 
situation for credit extension. 

To substantiate this conclusion let 
us now compare the above Ratios with 
those ratios which were developed 
through the compilation of a Trade 
Standard or Index of Cotton Jobbers 
which indicated clearly that on Decem- 
ber 31 of any year 


The per cent. of Receivables to Sales 
should not exceed 

The per cent. of Merchandise to Sales 
should not exceed 

The per cent. of Liabilities to Sales 
should not exceed 

The per cent. of Liabilities to Liquid 
Capital should not exceed 

The Times Turnover of Liquid Capi- 
tal to insure profit should be.... 5 

The Times Turnover of Merchandise 
to insure profit should be 5 


Comparing the allowable Group pro- 
portions to those of the Individual pro- 
portions, it is found that 


Statement of Cotton Converter and 
Jobber 


CURRENT ASSETS Dec. 31 


Total Current Assets 
Non-Current Assets 
TOTAL ASSETS 


LIABILITIES 


Notes Payable 
Accounts Payable 


$225,000 


$381,000 
456,000 
441,000 
1,200,000 


TOTAL LIABILITIES 


GROSS CAPITAL 
LIQUID CAPITAL 


Current Ratio 


OPERATING RATIOS 


Per cent. Receivables to Sales 

Per cent. Merchandise to Sales .... 
Per cent. Liabilities to Sales 

Per cent. Liabilities to Liquid Capital 


Times Turnover of Liquid Capital... 2.7 
2.5 


31.7 


Times Turnover of Merchandise .... 
Debt Reflected in Merchandise ... .$30,000 


GROUP INDIVIDUAL and COMMENT 


Receivables to Sales 
Merchandise to Sales 

Per cent. Liabilities to Sales 

Per cent. Liabilities to Liquid Capital 
Turnover of Liquid Capital 

Turnover of Merchandise 


Per cent. 
Per cent. 





At first glance this comparison would 
show the inconsistency of Liabilities to 
Sales being 11.7 points too high while 
the Liabilities to Liquid Capital are 
characterized as fair or not excessive. 


It was an impossible situation viz.: 
that a business statement should show 
a Liability to Sales nearly 60 per cent. 
greater than was admissible and at the 
same time show that its Liability to 
Liquid Capital was not excessive. 

One or the other had to be an error 
and to obtain the actual facts, it then 
became necessary to revalue the Re- 
ceivables and the Merchandise so as to 
bring them into agreement with the 
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21 6 points too large 
38.4 17.4 points too large 
31.7 11.7 points too large 
87 fair 

7 2.3 points too small 
2.5 2.5 points too small 


demonstrated values to be put on these 
assets, as shown by the Standard of Cot- 
ton Jobbers. 


This Standard showed that—any per- 
centage of Receivables to Sales in excess 
of 15 would show uncollectible or 
frozen accounts and that any percent- 
age of Merchandise to Sales in excess 
of 21 would show either a poorly as- 
sorted or unsalable inventory or one on 
which an inflated or false value had 
been placed. 

In either case to warrant the exten- 
sion of credit on them, these assets. 
should be revalued in conformity with 
the volume of Sales. 
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In order to ascertain the credit avail- 
ability of this Statement the Creditor 
is fully warranted in placing the follow- 
ing values on the items in it. 


Receivables 
Merchandise 


Total Current Assets 
Non-Current Assets 


Total Assets 
Total Liabilities 


GROSS CAPITAL 
LIQUID CAPITA 
Current Ratio 


Through this revaluation we ascertain 
that the 


Per cent. of Liabilities to Sales still 
remains at 

While the per cent. of Liabilities to 
Liquid Capital reaches 


We have now the true picture of the 
balance sheet and the apparent dis- 
crepancies as to liability ratios is ex- 
plained. We find that for every avail- 
able dollar of client’s liquid capital, 
he owes $2.54 to his creditors, and that 


there is debt reflected in future sales 
of Merchandise of $102,000 equal to 40 
per cent. of its valuation, or in other 
words that client must realize that 


FOR CREDIT EXTENSIONS 


180,000 valued at 15% of Sales 
252,000 valued at 21% of Sales 


531,000 


546,000 
381,000 equal to 31.7% of Sales and 
254% of the Liquid Capital 


150,000 





amount together with the cost of doing 
business, to meet his obligations. 

It is evident that if the Credit Execu- 
tive bases his credit on the Current 
Ratio or the Worth to Debt Ratio, with- 
out giving full attention to the Liabil- 
ities to Sales Ratio, and the Liabilities 
to Liquid Capital Ratios, he fails to ob- 
tain the actual facts that dominate the 
credit. If he uses the Liability Ratios 
he obtains the full and often the fully 
conclusive facts on which to base his 
judgment. 


DEPRESSION SIGNALS 


Four warning signals have regularly 
preceded every major business depres- 
sion in this country in the past 100 
years. Since 1830 we have had thirteen 
serious business depressions before this 
present relapse. Each one was preceded 
by a decline in bond prices, followed 
by a decline in stock prices, followed 
by a decrease in wholesale commodity 
prices, and these declines have been ac- 
companied by an increase in short-term 
interest rates. 

The historically regular appearance 
of these four warning signals before 
each major depression has a special in- 
terest now for they appeared in orderly 
sequence before this present business re- 


lapse. This was an astonishing develop- 
ment because the recovery had not yet 
lifted business above normal. Bond 
prices turned downward at the end of 
1936. Stock prices followed in March 
of last year. Commodity prices turned 
downward after April of last year. 
Meanwhile there was a small but defi- 
nite stiffening of short-term interest 
rates in March and April of last spring. 
If the four warning signals that were 
developing a year ago were actually 
forecasting the advent of this relapse, 
they constitute evidence amply refuting 
charges that this business down-turn re- 
sults from a sit-down strike of business 
and investors last autumn.—Col. Leon- 


ard P. Ayres. 
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Postal savings system has become 
a Significant competitor to the 
private banking system 


HE Committee on Banking Studies 

of the American Bankers Associa- 

tion published, on January 28, 1937, 
a factual survey of the Postal Savings 
System. This study was submitted to 
the Administrative Committee of the 
American Bankers Association and ap- 
proved. The Administrative Commit- 
tee, after having approved the report, 
adopted the following resolution: 

“That Congress be asked to amend the 
Postal Savings Act to empower and di- 
rect the Board of Trustees of the Postal 
Savings System, by flexibility in rates 
and otherwise, to bring the administra- 
tion of the system again within the 
purpose governing its establishment, 
namely, to furnish supplementary and 
non-competitive savings facilities.” 

Herewith are presented briefly some 
of the pertinent findings as regards the 
conditions prevailing at the time the 
act was originated and the subsequent 
changes in the act as well as the con- 
ditions then and now existing in the 
banking system. 

The principles underlying the estab- 
lishment of the Postal Savings System, 
as recorded from Congressional debates 
on the Postal Savings Act of 1910, 
were: 


1. To furnish bankless communities 
with savings facilities. 

2. To operate the system as a sup- 
plement to banks and not in competi- 
tion with them. 

3. To redeposit, in so far as possible, 
the funds received through the Postal 
Savings System in banks located in the 
same communities where the funds 
originated. 

4. To guarantee the safety of the sav- 
ings of the individual with small means. 


The original act placed the admin- 
istration of the Postal Savings System 
under a board of trustees, consisting of 
the Postmaster General, the Secretary 


of the Treasury and the Attorney Gen- 
eral. This board was given power “to 
make all necessary and proper regula- 
tions for the receipt, transmittal, cus- 
tody, deposit, investment, and repay- 
ment of the funds deposited at postal 
savings depository offices.” The board 
was also authorized and empowered “to 


The accompanying article is 
based on a recent study made 
under the direction of the Re- 
search Committee of the Wash- 
ington Bankers Association. 


designate such post offices as it may 
select to be postal savings depository 
offices.” 


The original act provided that no 
person be permitted to deposit more 
than $100.00 in any one calendar 
month, and no person would he per- 
mitted to aggregate a balance to his 
credit exceeding $500.00, exclusive of 
accumulated interest. These latter two 
restrictions were made for the purpose 
of confining the use of the postal sav- 
ings depositories to small savings and 
of preventing them from competing with 
banks for the savings of affluent de- 
positors. 


The rate of interest to be allowed 
depositors was fixed at 2 per cent., 
which was about 114 per cent. lower 
than the average rate of interest paid 
by banks in the United States on sav- 
ings accounts. 

The restrictions in the original act 
relative to the investment of deposits 
were as follows: 


1. A 5 per cent. reserve fund was to 
be kept in lawful money in the Treas- 
ury of the United States. 

2. A sum not exceeding 30 per cent. 
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of the amount of postal savings funds, 
could “at any time’ be withdrawn by the 
trustees for investment in bonds or other 
securities of the United States.” 


3. A sum which normally should be 
not less than 65 per cent. of the total 
postal savings deposits was to be kept 
on deposit “in solvent banks, whether 
organized under state or national laws, 
being subject to national or state super- 
vision and examination,” which sum, 
also, could be withdrawn for invest- 
ment in bonds or other securities of the 
United States by direction of the Presi- 
dent when in his judgment the general 
welfare and interests of the United 
States so require. 


Amendments 


The first amendment to the act was 
made in 1916. The maximum deposit 
per person was raised from $500.00 to 
$2000.00. The usual rate of 2 per cent. 
was to be paid only on the first 
$1000.00, the other $1000.00 bearing 


no interest. 


In 1918 the act was amended to per- 
mit deposits up to $2500.00 by one in- 
dividual, interest at the rate of 2 per 
cent. to be paid on the whole amount. 
(The reason for these amendments may 
be explained by the periods of economic 
stress attributable to the World War.) 


In 1935 the act was again amended 
to provide that “the rate of interest to 
be paid shall not be in excess of the 
rate payable on savings deposits by 
member banks of the Federal Reserve 
System located in or nearest to the 
place where depository office is 
situated.”? 


The findings of the Committee on 
Banking Studies exhibit the digression 
in the operation of the Postal Savings 
System from the principles underlying 
its establishment. Such findings, to- 
gether with the factual bases leading to 
the conclusions are herewith presented 
in detail.? 

1There have been numerous other amend- 


ments to the original act which are of less 
consequence than those listed above. 


* The statistical information presented in 
subsequent sections of this report is as of 
June 30, 1935. Unless otherwise designated, 
the information is for the United States. 
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Finding I 


Postal savings depositories generally 
are not established in bankless commu- 
nities, despite the fact that the aim of 
the Postal Savings Act was to furnish 
such communities with savings facilities. 
Attesting this statement is the following 
evidence :* 

a. 78.6 per cent. of the postal savings 
depository offices are in bank towns. 

b. The bankless communities served 
by postal savings depositories are, in 
88 per cent. of the cases, within 15 miles 
from a bank town. 

c. Fourth-class post office towns which 
have shown to be in the main, bankless 
communities, have only 1.5 per cent. of 
the post offices therein designated as 
postal savings depositories. Thus, of 
the 31,650 fourth-class post offices, only 
482 are postal savings depositories. 

d. There are 33,262 bankless com- 
munities which have post offices, which, 
therefore, are potential depositories. 
Yet, of this number, only 1544, or 4.6 
per cent. of the total number, are postal 
savings depository offices. 

e. In all classes of post offices, the 
percentage of postal savings deposi- 
tories which are in bank towns is: 


Per Cent. 


99.4 of the Ist class post offices 
95.5 of the 2nd class post offices 
67.1 of the 3rd class post offices 
18.0 of the 4th class post offices 


Finding II 


The Postal Savings System is in di- 
rect competition with banks, despite the 
fact that one of the principles upon 
which the passage of the Postal Savings 
Act was conditioned was that the system 
be supplemental rather than competi- 
tive in nature. 


Evidence 


a. By locating postal savings deposi- 
tories in bank towns, the Postal Sav- 
ings System is competing with banks 
for savings accounts. 


8 The class of a post office determined by 
the gross annual receipts of the post offices 
as follows: $40,000 and above, first-class; 
$8000 to $40,000, second class; $1500 to 
$8000, third class; under $1500, fourth class. 
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b. While originally postal savings 
deposits bore interest at a rate 114 per 
cent. lower than that paid by banks on 
savings accounts, now they bear interest 
at a rate equal to or higher than that 
paid by the majority of banks, and thus, 
the Postal Savings System bids for sav- 
ings accounts in competition with 
banks. Moreover, since the maximum 
of a postal savings account has been 
raised, more of an individual’s funds 
can be deposited in these postal savings 
accounts, 


Finding III 


Postal savings deposits are not being 
redeposited in banks in the community 
in which they are received. In some 
states, more than the amount deposited 
in the postal savings depositories of the 
state is placed on deposit with banks 
in the state. In other states, which are 
in the majority, only a negligible por- 
tion of the funds received in postal sav- 
ings depositories is redeposited in 
banks. The reason for this state of facts 
may be that: 

Many banks are not able to accept 
postal savings funds because the inter- 
est required to be paid on them is more 
than the banks can earn from the use 
of the funds; or it may be that the 
supervisory authorities of an individual 
state will not permit the banks to pay 
the interest required on postal savings 
funds. 

Whatever the reason, the striking 
fact is that of the $1,236,000,000 of 
assets in the Postal Savings System, 
only $385,000,000 are on deposit in 
banks, while $777,000,000 are invested 


in Government securities. 


Finding IV 


The savings facilities offered by 
banks today are more adequate than in 
1910. 


Evidence 


a. In 1910, less than 40 per cent. of 
the national banks reported savings de- 
posits. In 1935, 83 per cent. of the 
national banks had savings departments. 

b. Of the total number of banks of 
all types in 1935, 12,803, or 78 per 
cent., had savings departments. The 
number of savings depositors in these 
banks has doubled, and the amount of 
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savings deposits has quadrupled since 
1910. 

c. The banking profession has en- 
deavored to meet the needs of commu- 
nities too small to support a bank. 
Their methods have taken one of sev- 
eral forms: In some states, banks have 
opened “windows” or “offices.” In 
other states, systems of branch banks 
have been established. The combined 
total of such “offices” and branches, in 
1935, was 3173. Another solution which 
is being successfully practiced is the 
“banking by mail” service. 

d. The protection for deposits sought 
in 1910, and afforded by the Postal 
Savings System, now is provided also 
by banks through their membership in 
the Federal Deposit Insurance Corpora- 
tion. Of the 19,059 banks and branches 
in operation December 31, 1935, 17,296 
or 90.8 per cent. are members of the 
Federal Deposit Insurance Corporation, 
and more than 98 per cent. of all ac- 
counts in the banks which are members 
of the Federal Deposit Insurance Cor- 
poration are insured in full. 

e. The savings facilities offered by 
banks are more adequate than those fur- 
nished by the Postal Savings System: 
There are 12,033 bank towns to the 7214 
postal savings towns. The area in 
square miles per bank town is 252 to 
the 420 per postal savings town. The 
number of insured banks and branches 
in the 48 states and District of Colum- 
bia is 17,296, whereas the number of 
postal savings depositories, including 
branches, is 8036. 


In the analysis of the Postal Savings 
System, particularly significant is the 
record of its growth since 1930. In 
1930 total deposits of the system were 
approximately $180,000,000, or ap- 
proximately identical to the total de- 
posits in 1918. Between 1930 and 1933 
balances to credit of depositors of the 
system had increased to slightly over 
$1,180,000,000. On June 30, 1935, to- 
tal deposits of the system were $1,202,- 
183,864 as compared to the total sav- 
ings deposits of the banking system of 
$21,730,131,000. (There were approxi- 
mately 6800 Postal Savings Depositories 
in the United States in 1930 as com- 
pared to approximately 7900 in 1933.) 

The marked increase in Postal Sav- 
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ings deposits since 1930 amply demon- 
strates the fact that the Postal Savings 
System is now a significant competitor 
to the banking system in the savings de- 
posit field. a, 


DOWNWARD INTEREST TREND 
SLACKENS 


INTEREST rates paid on savings and time 
deposits by banks throughout the na- 
tion during 1937 again declined, al- 
though less sharply than in the three 
preceding years, according to the 
seventh annual survey of the Bank 
Management Commission, American 
Bankers Association, released recently. 


“The trend of interest paid rates, 
which has continued steadily downward 
since 1933, reveals,” the survey states, 
“that bankers, in carrying out their pri- 
mary responsibility of safeguarding 
their depositors’ funds, have followed 
the safe and sound policy of paying 
only a rate of return commensurate with 
the security of those funds.” 


The prevailing rate paid by banks in 
1937 was the same as in the two pre- 
vious years—2 per cent. 

Reductions in interest rates in 1937 
were shown in only 16 per cent. of the 
reporting banks, compared with reduc- 
tions in 34 per cent. of the banks re- 
porting in 1936. 


The survey was made by means of 
a questionnaire sent to 588 clearing- 
house associations having a mem- 
bership of more than 6000 banks. 
Responses were received from 477 as- 
sociations, representing more than 81 
per cent. of those receiving question- 
naires. 


The greatest uniformity in interest 
rates was found among the 338 clearing- 
house associations which regulate in- 


terest rates. Bank members of 211 
associations, or 63 per cent. of these 
338 associations, paid 2 per cent. The 
2 per cent. rate was also paid by the 
members of 73 associations, or 55 per 


cent. of the 138 associations which do 
not regulate interest rates. 

Members of 26 per cent. of the clear- 
inghouses regulating rates paid less 
than 2 per cent., as did also 22 per 
cent. of the member of clearinghouses 
not regulating rates. 

Members of 11 per cent. of the clear- 
inghouses regulating rates paid more 
than 2 per cent., as did 24 per eent. of 
those without regulation. This is in- 
terpreted as indicating that interest 
rates tend to be lower in banks gov- 
erned by a clearinghouse rule. 

States in which clearinghouses re- 
ported a prevailing rate of less than 
2 per cent. on savings deposits were 
Georgia, Illinois, Kansas, Missouri, 
Montana, Nebraska, North Dakota, 
Oregon, and Wisconsin, while the states 
of North Carolina, Utah, and Virginia 
showed a prevailing rate of 214 per 
cent. 

“The consensus of opinion expressed 
by clearinghouse officers regarding the 
downward trend and existing interest 
rates in their clearinghouses was that 
interest rates are still too high under 
present conditions—that is, the low re- 
turn- on high grade investments, pre- 
vailing market rates and demand for 
loans,” the survey states. “Considerable 
hesitancy was shown by banks in mak- 
ing. further reductions, chiefly on ac- 
count of competition with Postal Sav- 
ings and building and loan associations. 
Opinions were expressed that interest 
rates should be reduced since the pres- 
ent rates were more than could be 
earned on deposits, but then any dis- 
turbance of the rate might jeopardize 
the good will of their depositors and 
discourage thrift. On the other hand, 
experiences in a number of clearing- 
houses were related, pointing out that 
savings deposits in member banks had 
increased regardless of the lower in- 
terest rates paid and that in most cases 
depositors were looking to banks more 
for the safety of their funds than for 
a high rate of return.” 
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UNFINISHED BUSINESS 


By Frank R. Curpa 
President, American Institute of Banking 


MUNDANE existence is synonymous with 
the incomplete. When the story of life 
has been written, when the inevitable 
shadows enshroud worldly effort, there 
is always a sequel. Great things are 
regretfully left undone by the ambitious 
and the sincere. A record of abandoned 
plans, half measures, and perfunctory 
performances survives those less seri- 
ously inclined. The accumulation of 
tasks forming the inescapable item of 
unfinished business on the agenda of 
life very often induces a “what’s the 
use” attitude, much the same as the 
theory of predestination influences so 
many into the fatalistic belief that the 
outcome will be the same regardless of 
behavior. Fallacies flourish, particu- 
larly with those who rationalize to jus- 
tify sloth. And they invariably reach 
the goal set by themselves, a goal that 
is far below what might have been 


attained through a more sensible atti- 
tude and earnest endeavor. 


The disposition to be indifferent is 


not always evident at the outset. The 
beginning is enthusiastic, thoughtfully 
planned, inspired by a genuine desire 
for achievement. Then the progressive 
course is arrested or deflected. When 
caused by circumstances beyond con- 
trol, the condition is only temporary, 
and the true course is resumed at the 
earliest opportunity. But a change in 
the mental outlook, a lack of persever- 
ance, or physical inability to ward off 
the encroachment of undue ease con- 
spires to make a derelict of high hopes 
and ambitions. Cynicism follows. 
The inspired brush of an artist means 
nothing to a waiting world until the pic- 
ture is complete. The gifted pen of a 
writer or composer is impotent unless 
it finishes its work. So it is with any 
undertaking. And yet, when each mat- 
ter in hand is carried to acceptable ful- 
fillment, another must take its place on 
the list of unfinished business if ap- 
plication is considered a desirable qual- 
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ity and productivity a desirable accom- 
plishment. 

Duties enforced by necessity demand 
and receive immediate attention. They 
should. But important as these obliga- 
tions may be, a program of unfinished 
business dictated by personal choice 
should not suffer exclusion, for volun- 
tary impositions provide a test for char- 


FRANK R. CURDA 


acter and ability from which achieve- 
ments of merit can emerge. 

The holiday season has been a wel- 
come interlude. It has afforded Insti- 
tute students surcease from the grind. 
But education and training in banking 
must go on regardless, if improvement 
is sought. For us, self-improvement 
will always mean unfinished business. 
Chapters throughout the country are 
offering new subjects or will continue 
the same classes after the mid-year 
pause. As the first item on your vol- 
untary list of things to be done, write 
“continue banking education,” and then 
do something about it. 
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Report of board of directors 
of the Federal Deposit 
Insurance Corporation 


NCOME of the corporation for the 
six months ended December 31, 
1937, amounted to $24,371,587.19, 

of which $19,474,714.34 represented 
assessments paid by insured banks and 
$4,896,872.85 represented interest, less 
provision for amortization of premiums, 
earned on securities owned and profits 
on securities sold. Expenses and losses 
amounted to $5,656,482.56 during this 
period, including administrative ex- 
penses of $1,371,571.07 and deposit in- 
surance losses and expenses of $4,284,- 
911.49. 

The income of the corporation for 
the year ended December 31, 1937, 
amounted to $48,148,408.03, including 
assessments of $38,813,549.39 paid by 
insured banks, and interest less provi- 
sion for amortization of premiums and 
profits on securities sold of $9,334,- 
858.64. For the year total losses and 
expenses amounted to $8,320,146.86, of 
which $2,705,434.02 represented admin- 
istrative expenses and $5,614,712.84 
represented deposit insurance losses 
and expenses. 


The surplus of the corporation re- 
sulting from an excess of income over 


expenses and losses was $93,849,491.47 


as of December 31, 1937. Income 
amounted to $119,657,277.02 from the 
beginning of deposit insurance. In- 
cluded in this amount was $85,859,- 
152.93 derived from assessments paid 
by insured banks and $33,798,124.09 
represented interest and profits on secu- 
rities, after making provision for amor- 
tization of premiums. Charges to sur- 
plus have amounted to $25,807,758.55. 
These charges included $44,449,666.84 
representing disbursements actually 
made or pending to depositors of closed 
insured banks in settlement of their 
claims and to merging banks for loans 
and purchases of assets, and expenses 
and other charges of $643,229.20 inci- 
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dent thereto, less estimated recoveries 
of $31,352,310.03; and administrative 
expenses and other charges of $12,067.- 
199.54. 


Closed Insolvent Insured Banks 


During the six months ended Decem- 
ber 31, 1937, 48 insured banks were 
closed because of insolvency. One bank 
was subsequently taken over by another 
insured bank without loss to depositors. 
The 103,485 depositors in the remain- 
ing 47 banks, having total deposits of 
$24,812,000, were protected to the ex- 
tent of $24,362,000, or about 98 per 
cent. of their claims, by insurance or 
otherwise, or through loans or purchase 
of assets by the corporation. All but 
144 of the depositors in the suspended 
banks were fully protected against loss. 
Of the 47 banks 30, with deposits of 
$10,859,000, were placed in receiver- 
ship and 17, with deposits of $13,953,- 
000, were merged with other insured 
banks with the aid of loans and pur- 
chase of assets amounting to $4,878,000 
by the corporation. 

From the beginning of deposit insur- 
ance to December 31, 1937, 182 in- 
solvent insured banks were closed, of 
which three were subsequently reopened 
or taken over by operating banks, and 
179, having 282,968 depositors and to- 
tal deposits of $75,822,000 were liqui- 
dated or merged. Of these 179 banks. 
126, with deposits of $36,472,000, were 
placed in receivership or liquidation, 
and 53, with deposits of $39,350,000 
were merged or consolidated with other 
banks with the aid of loans or purchase 
of assets by the corporation amounting 
to $16,723,000. The 168,086 depositors 
in the 126 banks were protected to the 
extent of $32,764,000, or 90 per cent. 
of their claims, by insurance, offset, 
preferment or pledge of security. Only 
637, or less than one-half of 1 per cent. 
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of these depositors were not fully pro- 
tected. 
Membership 


There were 13,797 operating com- 
mercial banks insured with the Federal 
Deposit Insurance Corporation on De- 
cember 31, 1937, reflecting a reduction 
of 90 for the six months ended on that 
date. For the year ended December 
31, 1937, there was a decrease of 176 
in the number of insured banks. This 
decrease resulted principally from the 
elimination of insolvent or weak banks 
by action on the part of the appropriate 
authority in closing them or merging 
them with sound banks with aid from 
the corporation when necessary, and 
from the chartering of few new banks. 
During the year ended December 31, 
1937, 256 insured banks were elimi- 
nated by suspension, merger or consoli- 
dation, or voluntary liquidation, and 
the insured status of one bank was ter- 
minated. There were 81 banks ad- 
mitted to insurance, including 46 banks 
first opened for business during the 
year and 35 banks in operation or suc- 
cessors to uninsured banks in operation 
at the beginning of the year. These 
changes . . . do not include cases in 
which insured banks were succeeded by 
other insured banks. 

In general supervisory officials have 
refused to charter new banks which 
could not qualify for deposit insurance. 
As a result, there were only six banks, 
excluding three cash depositories in one 
state, chartered in four states during 
1937 which were not insured by the 
corporation at the close of the year. 


Development of Uniform Banking 
and Supervisory Standards 


Substantial progress has been made 
in the development of uniform mini- 
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mum standards of bank operation and 
supervision. These standards provide 
that banks should have not less than 
an established minimum capital before 
being chartered; that the proportion of 
capital to the size of a bank should 
be sufficient to provide a reasonable 
margin for losses and shrinkage in asset 
values and sufficient to furnish bank 
owners with an incentive for the pur- 
suance of sound banking policies; and 
that bank funds should be invested in 
assets having a quality that would 
avoid undue risk. 

So far, it is largely due to the co- 
operation of banks and supervisory au- 
thorities that deposit insurance losses 
have remained small. It is essential 
that this codperation continue and be 
extended in order that the banks and 
this corporation may remain perma- 
nently sound. We believe that the de- 
sired uniformity and improvement of 
standards will be accomplished and the 
welfare of the banking system will be 
better served if all classes of banks are 
represented in determining the policies 
of the corporation. 


© 
GOVERNMENT STABILITY NEEDED 


Business stability cannot be had 
until we have government stability in 
the opinion of George P. Geohegan, Jr., 
vice-president of the Wachovia Bank 
and Trust Company, Winston-Salem, 
N. C. Business is being subjected to 
more and more regulation. Business 
men, not knowing what is coming next, 
are unable to plan ahead. A complete 
reversal of government attitude is 
necessary, Mr. Geohegan thinks, to 
correct the present situation. 
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DETERMINING PER ITEM COSTS 


By BENJAMIN E. Younc 
Vice-President, National Bank of Detroit 


Ti. object of per item cost analysis 
is to find out what part of the 
bank’s expense account results from 
rendering services to depositing custom- 
ers, and to provide a means of approxi- 
mating the portion of expense the bank 
may properly set up against any one 
depositor for comparison with the in- 
come the bank derives from the use of 
that customer’s deposits. Since deposi- 
tors make varying use of the bank’s 
facilities, the easiest way to accomplish 
that purpose is to find the average cost 
of each service and apply such costs as 
are appropriate to the case. In simple 
language, experience has shown that the 
expenses to be applied may best be ex- 
pressed in terms of item activity costs, 
maintenance costs, and conversion costs. 
Item activity costs represent the ex- 
penses created by the depositor in mak- 
ing deposits, drawing checks, and leav- 
ing checks, drafts, coupons, etc., for 
collection. 

Maintenance costs represent the ex- 
penses incurred by the bank in provid- 
ing the facilities necessary to do a bank- 
ing business, independent of activity. A 
parallel case might be the expenses in- 
curred by your local water department 
in putting water in the mains under 
pressure. ready for yeur use. As you 
use it you create activity™in placing it 
there ready for use, the department has 
undergone a maintenance expense. 

Conversion costs represent the ex- 
penses incurred by the bank in lending 
and investing money. Since the deposits 
of all customers are commingled by the 
bank, it is best to reduce these expenses 
to average costs, expressed in terms of 
so much per thousand dollars of de- 
posits available to be lent. 

There are three steps necessary for 
the determination of the cost figures I 


have described: 


Based on an address before the 
Moines Regional Banking Conference. 
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1. Expenses are to be apportioned ac- 
cording to the purpose for which the 
money was spent—that is, for activity, 
for maintenance, or for conversion. 

2. Item activity is to be analyzed as 
to volume by classes of items and the 
relative unit values of the various 
classes of items established. (By rela- 
tive unit values, I mean the amount of 
work required to handle one kind of 
item as compared with another.) 

3. Per item costs, maintenance costs, 
and conversion costs are to be found by 
working out the figures set up by steps 
one and two. 

I think it is in order to make brief com- 
ment as to the processes involved in 
carrying out each of the three steps just 
mentioned. So that we understand one 
another, you must remember that the 
same functions are performed by every 
commercial bank, regardless of size or 
location. While the large bank may be 
highly departmentalized and it may ap- 
pear that its operations are surrounded 
by more frills, nevertheless, its thousand 
people are carrying out essentially the 
same functions as are carried out hy 
the cashier of the one man bank who 
may be at one and the same time the 
lender, the teller, the bookkeeper, and 
the janitor. The processes of cost find- 
ing are identical in the two cases. 


Expense Apportionment 


Expenses are of three kinds—direct, 
indirect, and administrative. A fourth 
kind of expense might be termed capi- 
tal expense or “a disposition of profits.” 
Advertising expense is such an item—it 
is an expenditure of profits in the hope 
of creating more profit and is not, in 
my opinion, chargeable to present de- 
positors. 

Direct expenses are those immediately 
pertaining to the actual performance of 
an operation. For example, the salary 
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of a bookkeeper, together with the cost 
of space he occupies, of light by which 
he works, of machinery he uses, of in- 
surance with which he is covered, and 
such other expense items as pertain im- 
mediately to him and the operation he 
performs, are direct expenses of the 
bookkeeping operation. 


Indirect expenses are those which 
arise from the supervision of the direct 
efforts and from the maintenance of fa- 
cilities for the general use and con- 
venience of several direct operating 
units. For example, the salary and other 
expenses necessary to keep a manager 
in charge of the “works” side of the 
bank,—say in charge of tellers, book- 
keeping, transit, clearings and distribu- 
tion departments—would represent an 
indirect expense of each such depart- 
ment. 

Administrative expenses are those 
which have to do with furnishing the 
motive power by which all of the bank’s 
functions are brought into operation and 
are controlled. The salary and ex- 
penses of the bank’s president, the ex- 
penses of general service departments, 
cost of general lobby space, directors’ 
fees, examination fees, and legal retainer 
fees are examples of administrative ex- 
penses. 


Expenses Must Be Analyzed 


In order to proceed with the cost 
study, it is necessary that some one in 
the bank reason out the purpose of each 
item of bank expense and assign it to 
the function because of which it was 
created. In our bank there is a vice- 
president in charge of “out of town” 
business. He is a general vice-presi- 
dent, which means that he also partici- 
pates in the determination of bank 
policy. His major duties embrace the 
servicing of bank and commercial ac- 
counts of those located outside the city 
of Detroit, lending money to those cus- 
tomers who borrow, and seeking new 
business wherever he can find it. A 
study of his activities shows that his 
expense to the bank, that is, his salary 
and all other expenses including secre- 
tarial service, rent, insurance and the 
like are chargeable to the following 
functions: 
214 


1. Ten per cent. chargeable to gen- 
eral administration expenses. This 
represents cost of his participation in 
matters of bank policy. 

2. Twenty per cent. chargeable to 
conversion expense. This represents the 
cost of his activity in lending money 
and is a direct expense of the conver- 
sion function. 

3. Forty per cent. chargeable to ac- 
count service expense. This represents 
the cost of the time he spends servicing 
or supervising the servicing of the ac- 
counts of his customers. This repre- 
sents an indirect expense of item han- 
dling and account keeping departments 
or functions of the bank. 

4. Thirty per cent. chargeable to new 
business expense. This represents the 
cost of time he spends trying to make 
new avenues of profit and while it repre- 
sents a direct expense of the new busi- 
ness function, it is not chargeable to 
existing customers at all, being, as I 
have said, more in the nature of an ex- 
penditure of profits for the purpose of 
creating greater profits. 

I have used this example of an execu- 
tive officer of a highly departmentalized 
bank for the dual purpose of indicating 
the basis of reasoning to be used and 
of demonstrating how alike the job is 
in the large, medium and small bank. 
In the small bank, particularly where 
each individual executes a variety of 
duties, it is necessary to reason out the 
exact functions performed by him. 

Let us assume that the expense dis- 
tribution as outlined has been made and 
that each bank function has had charged 
to it the expenses it should bear. This 
leaves us with all direct expenses 
charged to their proper functions, but 
it leaves us also with various reservoirs 
of indirect expenses, some chargeable 
to one group of functions, some to an- 
other group, and it leaves us also with 
the bank’s general administrative ex- 
penses, all accumulated but not yet dis- 


posed of. 


Indirect Expenses 


Consider, first, the indirect expenses. 
They should be allocated to the direct 
functions to which they pertain on the 


What did 


basis of a showing of fact. 


THE BANKERS MAGAZINE for March, 1938 





each function receive in the way of serv- 
ices or supervision from such expendi- 
tures? In a large bank these things 
should all be studied out and alloca- 
tions made accordingly. In a smaller 
bank an accurate result may be obtained 
by dividing such items between the 
functions to which they pertain on the 
basis of the ratio the direct expense of 
each function bears to the total direct 
expense of all such functions. 


Administrative expenses are suscep- 
tible, I think, to a little different treat- 
ment. Remember that administrative 
expenses cover the whole bank and 
every operation in it. They represent 
actually costs of the right to do busi- 
ness and control of the business done. 
A very effective method of disposing of 
administrative expenses is to apply them 
in a blanket way to every basic cost 
figure after it has been derived. By 
adding up all direct and indirect ex- 
penses the bank has and then dividing 
the administrative expense figure by the 
figure so derived, a ratio of administra- 
tive to operating expense will be found, 
usually 20 per cent. to 25 per cent. 
Since basic cost figures are;made up 
of operating expenses and since the 
item of administration blankets the 
whole bank, then a proper disposition 
is to increase each basic cost figure, 
when found, by that percentage of itself 
that administrative expenses bear to op- 
erating expenses. For example, if ad- 
ministrative expense is 25 per cent. of 
direct and indirect expense, and if the 
basic cost of an “on us” check is two 
cents, then total cost is two and one- 
half cents. 


Item Activity and Unit Values 


It is a simple matter to keep records 
of items handled day by day and most 
banks do so, usually by measuring add- 
ing machine lists after the day’s work 
is done. It is not such an easy matter 
to determine just how much time it 
takes to handle an item each time it is 
“processed” in the bank, but accurate 
cost accounting requires that we have 
an accurate idea as to this for the rea- 
son that items of various kinds are 
handled in various ways and the “pro- 
cessing” requires that some classes of 
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items be handled a few times, others 
many times. Another reason we must 
know accurately how much time is spent 
handling items has to do with the ele- 
ment of maintenance expense. The idea 
is that the most efficient bank organiza- 
tion in the world cannot spend its en- 
tire time handling items. Some of its 
time must be spent on other types of 
account maintenance and some of its 
time must be spent in “ready to serve” 
waiting, else the customers are not well 
served. This latter is particularly true 
of bank tellers. So we must know how 
long it takes to do this, that and the 
other operation. 

There is really only one way to find 
out and that is to time them. Each 
kind of item the bank handles should 
be timed at every point of contact over 
and over again under varying condi- 
tions. Some operations take longer than 
others and some items require more op- 
erations than others. Compare the item 
received in a deposit for clearance on 
another bank in your town with the 
cashing of a check on your own bank 
for payment against a customer’s ac- 
count. You know that the former re- 
quires about four simple operations of 
sorting and listing while the latter re- 
quires probably twelve operations, som 
of them quite complex. (Paying signa 
tures, etc.) So it is necessary that the 
item be followed all the way through 
the bank with a stop watch or some 
similar method of actual timing. It is 
not a bard job when you get into it. 
It is a good idea to take the number of 
seconds required for the simplest op- 
eration as the unit of value. By fol- 
lowing this system each item may be 
tabulated into its proper value in units 
of work performed. 


From these studies are derived two 
things necessary to accurate cost 
analysis—item activity and unit value 
of items. 


Working Out the Figures 


The rest of the job is easy—that of 
working out the figures. There are two 
steps to be taken: 

1. By multiplying out the totals of 
items of each class by their respective 
unit values for a stated period, total 
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units of work performed during the 
period are derived. By multiplying to- 
tal units of work performed by the time 
value of a unit, total time spent on 
item activity is derived. If total time 
spent on item activity is compared with 
total time spent in the bank by all 
persons having directly to do with item 
activity, a certain ratio will be derived 
—maybe 65 per cent. or 70 per cent. 
This means that 65 per cent. or 70 per 
cent. of available man power is de- 
voted to handling items while 30 per 
cent. or 35 per cent. is spent doing 
other jobs in connection with maintain- 
ing customers’ accounts or waiting to 
serve customers. Then it is logical that 
a like percentage of the expenses in- 
curred and set up, as hereinbefore de- 
scribed, be allotted to item activity; the 
balance to maintenance of accounts. 


2. This leads to the final steps of item 
cost finding and account maintenance 
cost finding. 

(a) Item costs are determined by di- 
viding that part of operating expenses 
chargeable to item activity by total units 
of work, the resultant figure being cost 
per unit. This cost per unit, multiplied 
by the unit value of each item, gives 
basic item costs—before administrative 
expenses, which may be applied as a 
percentage of basic item cost as here- 
inbefore stated. 

(b) Maintenance costs are determined 
by dividing that part of operating ex- 
pense chargeable to maintenance by 
number of accounts maintained, giving 
basic maintenance cost per account. Ad- 
ministrative expenses should then be 
applied. 

Conversion costs are found in like 
manner. Total direct and indirect ex- 
penses of conversion applied to average 
funds available for use (net collected 
deposits after legal reserve deduction, 
plus bank capital funds) will give cost 
of conversion, best expressed in terms 
of so much per $1000 of funds per 
month. To this should be added ad- 


ministrative percentage. 
General Comment 
This, I think, gives briefly the ma- 


jority of the fundamental principles to 
be considered in determining per item 


costs. In conclusion, I want to mention 
three things. 

1. The income rates a great many 
banks set up for use in customer ac- 
count analysis today are ridiculous. As 
I understand it, the purpose of account 
analysis is to evaluate, as nearly as we 
can, the actual worth to the bank of an 
account in order that the customers may 
receive fair treatment and that the bank 
may also. It is not fair to those cus- 
tomers whose balances compensate for 
services rendered for the bank to weaken 
its earning position, and consequently 
its stability, by carrying others at a loss. 

It is not fair to bank stockholders 
either, and, as a class, they certainly 
have had too little for their money. 

The real rate a hank earns on its 
funds available for use is a matter of 
simple calculation and, for whatever it 
may be worth, I recommend that bank- 
ers find their rates and use them. 

2. Treasurers of business houses do- 
ing a national business call attention 
to the great differences that exist in 
bank analyses. These differences not 
only are reflected in item costs, which 
vary widely, but the banks differ in the 
very philosophy of what is to be ac- 
complished. Most people are more than 
willing to measure up to all obligations 
but they are entitled to know pretty 
accurately just what the obligations are 
and certainly they must not be imposed 
upon. I hope that the American Bank- 
ers Association will lose no opportu- 
nity to exert its influence on its mem- 
ber banks toward bringing about a more 
uniform philosophy of this subject, as 
well as a more accurate formula for 
deriving and applying costs. 

3. In many banks, which have em- 
braced the plan of evaluating custom- 
ers’ accounts, the results are used in 
such a manner that certain classes of 
depositors are charged a high rate for 
services received, others are charged at 
a lower rate, and still others are re- 
quired to measure up to no standard 
at all. I believe this involves a moral 
question of importance and I wish it 
could have more attention. I can ap- 
preciate the point of view of the banker 
whose thinking is opposed to service 
charges. I am sorry that they are 
necessary but under banking conditions 
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in the United States today they are 
necessary and in the long-run the bank- 
ers I refer to will undoubtedly recog- 
nize that fact. I cannot appreciate the 
point of view of bankers who embrace 
the principle of service charges, only 
to apply them, often unfairly, in the 
easiest places and not at all “where the 
going is hard.” The principle is right 
or it is wrong. Certainly, it is neces- 
sary today to the health of the bank. 
Like most good medicine it can be mis- 
used, and it is being misused quite 


widely. There is only one way to per- 
petrate a principle—that is through its 
wise application. What we need in the 
present instance is a wise application, 
under which all of the depositors of a 
bank will be measured hy the same 
ruler—a fair measuring device, no trick, 
short-cut ruler which stretches at one 
time and contracts at another—and un- 
der which the banker will say to the 
customer, whether he be little or big, 
“Well, I’m awfully sorry, John, but 
here’s how it is and must be.” 


POWERS URGES BANK COMPTROLLERS TO 
PRESENT FACTS TO THE PUBLIC 


A STRONG recommendation that auditors 
and comptrollers consider the advisa- 
bility of presenting their strictly factual 
knowledge before the public rather than 
adhering to a code that calls for silence 
was made by William Powers at the 
Detroit conference of bank auditors and 
comptrollers at the Detroit-Leland Hotel 
Thursday evening, February 10, 1938. 
Mr. Powers is manager of personnel and 
training department of the National 
Bank of Detroit and was_ recently 
elected a member of the faculty of the 
Graduate School of Banking, Rutgers 
University. Robert F. Campbell, chair- 
man of the conference, presided. 

“Communication is so rapid nowa- 
days that we see casually expressed 
fallacies develop into national halluci- 
nations in twelve hours. Facts become 
lost in the mass of conflicting opinions, 
denunciations, views and impressions, 
and while this is a democratic country 
and free speech is welcome, it need not 
deviate from facts and truth. But, 
Democrat or Republican, capitalist or 
labor leader, to you two and two make 
four and two minus signs cannot make 
a plus. 

“Considering the national budget can 
do nothing but reflect the budgets of all 


of our governmental subdivisions and 
these in turn can only reflect the in- 
dividual budgets of the people, I think 
we should take some action to show 
people how to maintain a balance be- 
tween income and expense, and how to 
keep them in balance. Of course it 
can be said that you cannot balance a 
man’s income and expense if he has no 
income. To that I regretfully agree, 
but we had the income and it was be- 
cause it was misspent or overextended 
in the mass that we are experiencing this 
distress. Let us start anyway. 


Facts Badly Needed 


“T do not look for an El Dorado as 
an immediate result, but I believe that 
when facts based on figures are so badly 
needed, we are derelict in our duty and 
our citizenship if we, who base all we 
do on facts and figures, do not at least 
offer the benefit of our practical ex- 
perience to those who would accept it. 

“Further than that, figures cannot be 
successfully attacked and we could not 
be accused by one side or the other with 
having an axe to grind. I recommend 
that we consider asking our national 
association to consider some plan along 
this line.” 
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Legislative aspects of the 
common trust fund 


By Joun T. CREIGHTON 
Vice-President, City Bank Farmers Trust Company, New York 


URING 1937 three more states 
joined the ranks of those whose 
progressive legislatures have 

passed legislation authorizing trust cor- 
porations to maintain common trust 
funds. These states are Indiana, Min- 
nesota, and New York. My experience 
in piloting the Common Trust Funds 
bill through the New York Legislature 
was indeed a school of modesty. It was 
not as simple as it appeared to be and 
it is with the hope that my experience 
may be useful to my colleagues in other 
states that I venture to treat this sub- 
ject. 

There are two well-recognized rules 
of equity under which the courts have 
penalized trustees for the mingling of 
trust funds. 

The oldest of these rules applies to a 
trustee’s mingling funds which he holds 
as trustee with his own private assets. 
This practice, if permitted, would en- 
courage conversion and embezzlement, 
and the reason for the rule is obvious. 
A person so mingling funds may claim 
a fortunate investment to be his own 
and an unfortunate investment to be that 
of the trust. It puts him in position 
to pledge trust assets as collateral for 
his own loans and even to dispose of 
such assets and embezzle the proceeds. 
It is severely penalized when en- 
countered. 

Out of this old rule grew another 
rule: that pertaining to a_trustee’s 
mingling the funds of one trust with 
the funds of another. The reasons for 
this rule are also obvious, but less com- 
pelling. A trustee might, of course, 
show favor to one trust at the expense 
of another if the funds were mingled. 
The practical reason, however, is that 
upon a forced accounting, resignation 


Based on an address at the Mid-Winter 
Trust Conference. 
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or death of a trustee, and the appoint- 
ment of successors who might be sev- 
eral different persons, it becomes neces- 
sary to unscramble the accounts, which 
is costly in all cases and is sometimes 
impossible. 

As to the soundness of these rules we 
have no controversy, but it is the posi- 
tion of corporate trustees that the second 
rule should not be so applied as to pre- 
vent their establishing and maintaining 
common trust funds. Their modern 
methods of accounting, their frequent 
internal and external audits, and ex- 
aminations by public officials, assure 
the accuracy and adequacy of their ac- 
counting systems. Their capital and 
surplus stand as security for breach of 
trust. 


At this point it might be well to dis- 
tinguish between what is known as a 
“contract fund” and a common trust 
fund authorized by specific statute. The 
so-called “contract fund” is one in 
which the participating trusts mingle 
their funds for investment by virtue of 
special permission contained in the in- 
struments by which they were created, 
and the fund itself is operated in ac- 
cordance with a special written plan to 
which all participants agree. This spe- 
cial permission and the administrative 
plan waive all legal requirements as to 
keeping the funds separate. Unless, 
therefore, there is some specific statute 
or rule of law which cannot be waived, 
prohibiting the mingling of trust funds, 
a contract fund can be established any- 
where without special legislation, sub- 
ject to the application, where applicable, 
of rules and regulations of the Board 
of Governors of the Federal Reserve 
System, or local banking boards. 


The recently issued Regulation F of 
the Federal Reserve Board, which is 
applicable to national banks and to cer- 
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tain new members in the system, per- 
mits the establishment of such funds 


“whenever the laws of the state in which: 


the national bank is located authorize 
or permit such investments by state 
banks, trust companies, or other cor- 
porations which compete with national 
banks.” This language is very broad 
and would seem clearly to cover the 
establishment of contract funds where 
not prohibited. Section 169 of the Reve- 
nue Act of 1936 gives income tax relief 
to common trust funds, whether con- 
tract or statutory, provided they are 
maintained in conformity with the rules 
and regulations of the Federal Reserve 
Board. Therefore, as a practical mat- 
ter, regardless of whether the particular 
bank or trust company is subject to 
Regulation F, in order to get the in- 
come tax advantages of Section 169 of 
the Revenue Act, it is necessary to es- 
tablish and maintain a common fund in 
accordance with Regulation F. 


A contract fund, while very useful, 
does not completely solve the problem 
of handling small trusts. It can apply 
only to trusts, present or future, which 
contain a special permission. Any bank 
or trust company which has been in 


the trust business for any considerable 
length of time will have accumulated a 
number of small trusts through wills 


and voluntary trusts, as well as 
guardianships and committeeships, not 
subject to amendment either because the 
creator of the trust is dead or because 
the right to amend was not reserved or 
permission legally cannot be obtained. 
We cannot get the necessary consents 
to include these trusts in a contract plan. 
It is necessary to cut this Gordian knot 
by permissive legislation. 

That the mingling of the funds of 
small trusts for investment, so as to 
obtain the advantages of diversification 
and continuous mass management, is 
beneficial to those small trusts, is quite 
generally recognized. It therefore seems 
entirely proper for our legislatures to 
pass laws authorizing such mingling 
under proper safeguards. 

I shall not attempt to discuss the 
various statutes already existing in sev- 
eral of our states. In addition to In- 
diana, Minnesota, and New York, new- 
comers in 1937, such statutes are in 
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force in Delaware, Ohio, Oregon, Penn- 
sylvania, and Vermont. The great ma- 
jority of our states still need legislation. 
I may classify that which has- already 
been passed in three broad classes: 


(1) Legislation which permits the 
mingling of trust funds but sets forth 
no special requirements. This form has 
the advantages of both extreme sim- 
plicity and flexibility. 

(2) Legislation which assumes that 
common trust funds will be maintained 
in accordance with a written plan and 
sets forth some few requirements and 
restrictions. This form has the advan- 
tage of flexibility; and 

(3) Legislation which assumes to fix 
requirements and, either by its own pro- 
visions or through regulation, com- 
pletely controls the administration of 
common trust funds. This is the New 
York form. It is complicated and in- 
flexible but it has the advantages of 
certainty. 

I shall not assume to pass upon the 
comparative merits of these three forms 
of legislation except to say that while 
simplicity and flexibility are desirable 
elements, nevertheless, in some features 
at least, certainty of procedure is equally 
desirable. There are certain inherent 
complications which must be met and 
certain essential safeguards which must 
be set up. Neither simplicity nor flex- 
ibility will serve the purpose. The 
choice seems to be the recognition of a 
written plan, regulations or statutory 
detail, or a combination of these. What- 
ever form your legislation may take, 
certain points must be kept in mind. 
Let me enumerate some of the most im- 
portant ones. 


(1) Limited to corporations. While 
all the present legislation does not con- 
tain this limitation, I think it a desir- 
able one. Many individuals are not 
competent to maintain the complicated 
accounts necessary for surcessful opera- 
tion of a common trust fund. Its con- 
tinuity will be interrupted by death. Its 
honest and competent administration 
will not be assured by public examina- 
tion. It would not obtain the tax re- 
lief under Section 169 of the United 
States Revenue law which applies only 
to corporations. 

If limited to corporations, shall every 
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trust corporation be permitted to enjoy 
the privilege or shall it be limited to 
national banks and those chartered as 
banks and trust companies under state 
law? Should they be required to ob- 
tain a special charter or permission for 
the purpose? Should there be a classi- 
fication as to the size of the institution, 
the number of trusts, or the amount of 
the fund? These, obviously, are ques- 
tions to be answered by the legislature 
in each state. 


(2) Bona fide trusts. Unless a com- 
mon trust fund is limited to trusts 
created for real trust purposes and not 
as substitutes for temporary investment, 
the fund will not serve the purpose for 
which it was intended. On the contrary, 
it will involve the trustee in the busi- 
ness of selling investment trust shares. 
Regulation F prohibits such misuse. 


(a) Should trusts in which there are 
co-trustees be permitted to participate? 
I think they should; otherwise, trust 
service will be too greatly limited. And 
I think they could, without any legal 
or practical objection. 

(b) Should revocable trusts be per- 
mitted to participate? I think they 
should, provided they are bona fide 
trusts and not merely substitutes for 
temporary investment. It is easy to 
identify bona fide trusts even though 
revocable. Experience has shown that 
such trusts are not, to any large extent, 
revoked because of market conditions. 
They do not constitute a menace to the 
fund in the shape of a possible run. 

(c) Should a common trust fund be 
open only to small trusts? There has 
been considerable difference of opinion 
on this point. Logically, there should 
be no limit, because it is impossible to 
fix an arbitrary point at which a trust 
may cease to benefit from such partici- 
pation. The Federal Reserve Board’s 
Regulation F, however, fixes a limit of 
twenty-five thousand dollars and it is, 
therefore, unnecessary for state legis- 
lation to concern itself with this ques- 
tion. It is to be hoped that no legisla- 
ture would set a limit lower than that 


fixed by the Federal Reserve Board. 
(3) Certificates of participation. 
There is no necessity for a certificate 
to evidence participation in a common 
trust fund. The book entries are suffi- 
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cient. Certificates constitute a mere 
duplication of records, with consequent 
unnecessary work and liability to error. 
Certainly no law should require them. 
If certificates are used, however. (and 
their use should be optional), they 
should be nothing more than non- 
negotiable memoranda. It would be dis- 
astrous if negotiable certificates, through 
distribution or otherwise, should get 
into the hands of the public. 


(4) Sole management. It is essen- 
tial that the corporate trustee have ex- 
clusive power of management of the 
common trust fund and that _bene- 
ficiaries, co-trustees, and others, should 
have no voice in the matter. This is 
recognized by Regulation F. On the 
other hand, a co-trustee or other person 
having discretionary duties as to invest- 
ment, should have the right to require 
withdrawal from the common fund in 
the event he is not satisfied with its 
management. 


(5) Title to assets in corporation. 
For many reasons there should be no 
uncertainty as to where the title to the 
assets in the common trust fund resides. 
Accounting, taxes, attachments, and 
various other complications, require that 
no participating trust shall have any 
undivided interest in any particular 

sset. 


(6) Segregation of assets. While 
probably unnecessary from a _ legal 
standpoint, for the sake of clarity and 
completeness there can be no harm in 
requiring that the assets of the common 
fund be kept separate and apart from 
the assets of the corporation. This is 
merely a recognition of the rule of 
equity which I touched upon at the out- 
set, and its inclusion in the declaratory 
form will stop a lot of arguments. 

(7) Trustee not to participate. As a 
corollary to the segregation require- 
ment, some of the statutes and Regula- 
tion F require that the corporation in 
its private capacity have no interest in 
the fund. It is felt by many that it is 
inconsistent for a trustee to have a finan- 
cial interest in the funds it is managing 
for others. Such a provision in legis- 
lation recognizes this widespread feel- 
in 


g. 
(8) Self-dealing. As a further corol- 


lary to the segregation requirement and 
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while also not necessary from a legal 
standpoint, the legislation may well 
contain a _ declaratory prohibition 
against self-dealing, and this prohibition 
may be broad enough to prohibit deal- 
ing not only between the trustee cor- 
poration and the fund but also with the 
corporation’s officers, employes, and af- 
filiates. 


(9) Participations and withdrawals. 
If the legislation is to be self-contained, 
that is, complete without the aid of a 
“plan” or regulation—and I am not 
arguing for this position—provisions 
should appear governing the investment 
in and withdrawal of investments from 
the common trust fund. These should 
cover the following essential points: 


(a) Entrance or withdrawal must be 
upon a predetermined date. This makes 
it possible to arrange the affairs of the 
participating trusts so that a class may 
enter at the same time and on the same 
terms. It also prevents the possibility 
of taking advantage of market fluctua- 
tions by ex post facto transactions. 

(b) There should be a formal valua- 
tion of the assets of the fund upon the 
date fixed for entrance and withdrawal. 


Such valuations, unless covered by law 
or regulations, should be upon a pre- 


viously determined and _ sustainable 
basis. Inasmuch as the rights of all 
participants are fixed by such valua- 
tions, it is extremely desirable that, once 
fixed, they not be reopened by argument 
levelled at the methods of valuation. A 
written plan or regulation, or a provi- 
sion in the law, showing in detail the 
methods of such valuation, is a prac- 
tical necessity. 

(c) It is, of course, obvious that it 
should be provided somewhere that par- 
ticipants coming in or going out shall 
do so in a just proportion. The plan, 
the statute or regulations, should set 
forth the method of arriving at this pro- 
portion. 


(10) Liquidating accounts. One of 
the most formidable objections to the 
use of the common trust fund is based 
on the possibility of the creation of 
preferences and a consequent freezing 
of the fund. This occurs when a fund 
is partially frozen and some of its as- 
sets are ineligible for new money. Those 
leaving the fund first are paid off in 
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cash, leaving the others to hold the 
frozen and depreciated assets. To meet 
this objection, the conception of the 
liquidating account was applied and this 
new application has become the most 
important device in the development of 
common trust funds. On any valuation 
date, if any asset is ineligible for new 
investment, either because of deprecia- 
tion or because of non-liquidity, no new 
participant may enter and no distribu- 
tion in cash can be made representing 
any portion of such ineligible invest- 
ment. If the investment cannot be sold 
for an adequate price, it is taken out 
of the common fund and placed in a 
separate liquidating account and partic- 
ipations are issued to the then par- 
ticipating trusts in their appropriate 
proportions. By this means the fund 
has become proper for new money, 
freezing has been prevented, and the 
rights of all have been protected. This 
device is recognized in Regulation F as 
an essential requirement. 

(11) Accountings. Regulation F pro- 
vides for an annual accounting. The 
New York law goes further and pro- 
vides for an annual judicial accounting 
upon actual notice to certain persons 
and upon publication to all others, spe- 
cial guardians being appointed by the 
court to represent both remainder and 
income interests. 

There will be considerable debate, 
undoubtedly, as to whether such an an- 
nual judicial accounting is desirable. 
In its favor it is argued that without 
such judicial settlement of accounts, 
any participating trust might, many 
years later, require an accounting for 
the whole common trust fund even 
though the interest accounted to might 
be relatively very small. Such an ac- 
counting to one participating trust 
would not be binding upon the other 
participating trusts and it might be re- 
quired to duplicate this effort many 
times, thus creating a great deal of un- 
necessary trouble and expense. 

A decision to include a plan of judi- 
cial accounting will, of course, raise 
questions of jurisdiction and procedure 
which must be carefully considered in 
framing the legislation. 

(12) Local taxes. I have mentioned 
Section 169 of the United States Reve- 
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nue Act of 1936 which exempts these 
common trust funds from income taxes. 
Local tax statutes should, of course, be 
scrutinized to see whether supplemen- 
tary amendments are required to bring 
the state laws into line. 

I think it might be serviceable to 
those of you who are intending to ask 
for common trust funds legislation in 
your states if I were to suggest the steps 
to be taken to obtain such legislation, 
based on our experience in New York. 


(1) Common trust funds committee. 
In order that sponsors of this legisla- 
tion may have the official backing of 
their state organization, there should be 
a special committee clothed with the 
power to prepare and submit the neces- 
sary legislative bills. This committee 
should be authorized to appear before 
the proper authorities as representing 
the whole body of corporate trustees of 
the state. 


(2) Drafting committee. In order 


that the legislation may be satisfactory 
and not subject to sniping amendments 
during its passage through the legisla- 
ture, a representative committee of trust 
company lawyers should be appointed 


to draft a bill to which all members 
will be committed. It might be desir- 
able to have the bar associations repre- 
sented on this committee so that the 
intricacies of the bill can be explained 
to the bar association committees by 
lawyers intimately connected with its 
preparation. 

(3) Administration approval. The 
drafted bill should then be submitted 
to the appropriate state officials for ap- 
proval. In New York this was the 
superintendent of banks and the state 
banking board. Without their approval 
it is not likely that a bill could pass 
and be signed by the governor. At this 
stage changés may be suggested which 
will have to be ironed out by the state 
officials and the committee. 

(4) Introduction. The bill will have 
a much better chance of unbiased con- 
sideration if it can be introduced by the 
chairman of the appropriate legislative 
committee at the request of a state off- 
cer. It thereby. becomes an administra- 
tion measure and is much less suscepti- 
ble to trading tactics than if it came 
up as a measure introduced by the banks 
9992 


aae 


and trust companies for their private 
advantage. 


(5) Judiciary. If in your state there 
is an association of judges who would 
have jurisdiction over the common fund, 
it is very desirable to obtain their prior 
approval. If no such association ex- 
ists, it is desirable to obtain the ap- 
proval of some one or more eminent 
members of the judiciary. Their views 
will be given careful consideration by 
all legislators. 


(6) Bar associations. Many state bar 
associations have legislative committees 
which report to their members upon the 
desirability of pending legislation. Some 
of these committees assume the public 
duty of filing suggestions or objections 
with legislative committees and with the 
governor. It is, therefore, highly desir- 
able that these bar association commit- 
tees understand both the reasons for the 
introduction of such legislation and the 
intricacies of the particular bill. Favor- 
able reports of such committees are de- 
sirable. 

(7) Hearings. The appropriate legis- 
lative committees may feel that hearings 
should be held. You should, therefore, 
be prepared with the necessary facts to 
appear and give testimony at these hear- 
ings. 

(8) Official memoranda. Inasmuch 
as the common trust fund, although 
simple in its general purpose, is com- 
plicated in its application, it is advis- 
able to file with the legislative commit- 
tees, the bar association committees and 
various public officials, including the 
governor, a simple explanation of the 
whole idea of common trust funds and 
the desirability of proper legislation. 
This memorandum should include a 
statement as to the various steps taken 
in preparing and presenting the legis- 
lation, a list of the people and organ- 
izations who have approved it, the rea- 
sons for its various provisions, and the 
fact that such legislation is necessary. 
This should be filed by your common 
trust funds committee and should be ac- 
companied, if possible, by the written 
endorsement of the many groups and 
associations who have had to do with 
its preparation and introduction. 

In conclusion, let me reiterate my 
opening thought: that consideration of 
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the subject is in itself a school of mod- 
esty. In the development of all new 
and constructive ideas, however, there 
must be a start somewhere. We all 
profit by the mistakes and successes of 
others. 

Legislation is never irrevocable and 


amendment for improvement is always 
in order. It is my belief that our com- 
bined experience will produce work- 
able legislation under which we may 
establish and maintain our common 
trust funds to the great advantage of 
our beneficiaries and ourselves. 


THE VIEWS OF BANKERS 
As Expressed in Recent Reports to Shareholders 


M. A. Arnold, Chairman, Board of Di- 
rectors, Seattle-First National Bank, 
Seattle, Washington. 


IT is increasingly apparent that a funda- 
mental difficulty in the United States is 
the labor situation and that industry 
cannot revive or improve if, contem- 
poraneously with an evidence of busi- 
ness revival, labor provokes a return 
to the chaotic state prevailing last 
spring and summer. A spirit of co- 
operation between business, labor and 
government will be necessary in order 
to create confidence in the economic 
structure. 

It is hoped that in a desire to stimu- 
late business activity that we shall defi- 
nitely, and as rapidly as possible, re- 
turn to basic principles. Knowing that 
artificial stimulation cannot be _per- 
manently supplied we should reaffirm 
the doctrine of industry and thrift and 
recognize that the citizen should support 
the Government and not the Govern- 
ment, the citizen. 

The current business recession 
throughout the country lacks many of 
the characteristics of a major depres- 
sion. There is no financial uncertainty, 
no distrust of banks and ample credit 
is available for all legitimate business 
requirements. 


G. M. Wallace, President, Security-First 
National Bank, Los Angeles, Cali- 


fornia. 


UNFORTUNATELY there has been built 
up in recent years a prejudice against 
borrowing from the Federal Reserve 
banks, with the result that banks, rather 
than take advantage of the rediscount 
privilege at a low cost, have chosen to 
sell bonds from their portfolios to meet 
declining reserves. 
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This is a costly process, for when a 
large number of banks follow this pro- 
cedure, the securities market is definitely 
weakened and the values of the banks’ 
remaining portfolios are greatly re- 
duced. This was demonstrated in the 
early part of last year when banks over 
the country attempted to sell bonds in 
anticipation of the increased reserve ad- 
justment and helped to force security 
prices to new lows. There was also 
demonstrated at that time the fallacy of 
the belief that short term Government 
bonds have more liquidity market-wise 
than have the longer term Government 
obligations. 

In my opinion it is perfectly sound 
for banks to make use of the borrowing 
privilege to meet temporary require- 
ments, and certainly it is preferable to 
having them unnecessarily force bonds 
into a weakening market, thereby induc- 
ing further price declines and reducing 
the values of the remainder of their 


holdings. 


Percy H. Johnston, Chairman, Chemical 
Bank and Trust Company, New York. 


BUSINESS cannot go forward without 
adequate assurances of protection. It 
cannot flourish successfully in an at- 
mosphere where it is constantly facing 
attack. It must have a fixed set of rules 
and laws, and not rules and laws that 
are continually changing like a weather- 
vane. 

The future is fraught with uncer- 
tainty. The incessant political attack on 
business and business men has slowed 
down the general wheels of industry. 
We are of the opinion however, that 
in the end sound reason and judgment 
will prevail, and that the nation again 
will go forward; that industry, the real 
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life blood of the nation, will recuperate 
and be less molested and harassed. 
To attack business because it is big is 


sheer nonsense. Our observation, over 
a long period of time, has been that big 
business has consistently lowered the 
price to the consumer, bettered working 
conditions, shortened hours, raised 
wages and has been the backbone in the 
support of city, state and national gov- 
ernments. 

The biggest job in this nation is the 
filling of pay envelopes. We believe 
in the old-fashioned principle that busi- 
ness men can do this better than poli- 
ticians and theorists whose background 
is devoid of any practical business ex- 
perience. 


Lewis E. Pierson, Chairman, Irving 
Trust Company, New York. 
Easy money policies may serve a use- 
ful purpose when business is severely 
contracted and there is a real need for 
credit expansion, but experience clearly 
indicates that abnormally abundant 
credit and abnormally low interest rates. 
if long. continued, are likely to create 
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more problems than they solve. While 
under-feeding of credit at prohibitively 
high interest rates is undeniably bad 
for the economic structure, prolonged 
over-feeding of credit at abnormally low 
rates involves an undernourishment of 
the banking system which may cause 
serious difficulties to business as well 
as to the banks. 


© 


“THE FINEST KIND OF GOLD 
RESERVE” 


THE finest kind of gold reserve that any 
country could have is a gold reserve 
held in the banks throughout the coun- 
try and in the socks of its citizens. In 
the case of domestic emergency, this 
gold should be attracted into the na- 
tional Treasury by raising the price 
offered for it, and not by confiscation. 
This would provide not only a more 
democratic solution of the gold prob- 
lem, but a sounder economic solution 
as well. 

I say “sounder economic solution” 
because I would far rather trust the in- 
tegrated wisdom of these individual 
Americans in taking care of my coun- 
try’s gold reserve than I would a few 
government experts in Washington— 
Democrats or Republicans. My fellow 
citizens’ integrated decisions on whether 
to buy or sell gold might sound less 
brilliant than those coming out of Wash- 
ington, but they would be wiser and 
surer.—James D. Mooney. 


© 
THRIFT 


Sam was a worthless and improvident 
fellow. One day he said to the local 
grocer: “I gotto have a sack o’ flour; 
I’m all out, an’ my family is starvin’.” 

“All right, Sam,” said the grocer. 
“If you need a sack of flour and have 
no money to buy it with, we'll give you 
a sack. But see here, Sam, there’s a 
circus coming to town in a few days, 
and if I let you have a sack of flour, 
you won't sell it for money to take your 
family to the circus, will you?” 

“Oh, no,” said Sam, “I’ze done got 
de circus money saved up already.”— 


The Tarheel Banker. 
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The fature of Pan-Ameriecanism 
based on financial relations | 


By Joun B. GLENN 
President, Pan American Trust Company, New York, and Agent in New York for Banco 
Nacional de Mexico 


O the south of us lies a vast stretch 

of land three times as large as the 

United States and peopled by more 
than 105 million inhabitants. Every 
climate from torrid to frigid permits 
the growth in it of every kind of vege- 
tation. This area is without exception 
the richest in natural resources in all 
the world. Beneath its soil lies an enor- 
mous wealth in oil, minerals and pre- 
cious stones. Divided into twenty Latin 
American republics with governments 
somewhat similar to our own, this, with 
the United States, constitutes what we 
are pleased to term “Pan America.” 


Despite differences in climate, lan- 
guage and people, the origin of all these 
countries is similar and all have a great 
deal in common. All were colonized 
by Europeans and this has left its mark 
in the four principal languages of Pan 
America, French in Haiti, Portuguese in 
Brazil, English in the United States, and 
Spanish in the remaining eighteen coun- 
tries. With the languages all have in- 
herited many customs. All fought for 
independence from European govern- 
ments and won it, and all have faced 
similar problems of development. These 
common experiences have provided a 
sound basis for a continuing unity in 
Pan America. 

Instead of discussing financial rela- 


tions, I would prefer to dwell upon the 
scenic beauties, the quaint customs and 
the unique charm of Latin America and 
its people. This subject is very near 
to my heart, for twenty happy years of 
my life were spent in Latin America 
and for more than three decades I have 
been in constant contact through visits 
or close association and friendship with 
the people of every one of the twenty- 


Based on an address at George Washing- 
ton University, Washington, D. C. 
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one Pan American republics. These 
contacts have convinced me that one who 
speaks the language of the country and 
treats its people as he would wish to be 
treated will always be received with the 
greatest courtesy and reciprocity in each 
of them. 


Trade 


Before 1914 the greater part of Latin 
American trade was controlled by Great 
Britain and Germany. To their great 
profit these nations had wisely become 
intimately familiar with Latin American 
languages, customs and problems. They 
offered long term credits for the pur- 
chase of their goods while American 
merchants were still demanding cash in 
New York before shipment. Even 
twenty years ago American firms sent 
their catalogs to Latin America in Eng- 
lish, a foreign language to the buyers, 
showing weights and measures in our 
system, which Latin America does not 
use, and prices in U. S. dollars. Rarely 
did one see an American salesman, par- 
ticularly one who could speak the lan- 
guage of the country. It is scarcely to 
be wondered at that Europeans con- 
trolled this trade. 

Today that situation has_ greatly 
changed. Since 1913 our trade with 
Latin America has increased by more 
than 75 per cent. Today we sell more 
goods to Latin America as a whole than 
any other nation, and, at the same time, 
we take from them more imports than 
any other country. The two necessarily 
grow together. In 1936 our exports to 
Latin American countries amounted to 
$395,328,027, and our imports from 
them to $501,794,128. For 1937 both of 
these items will be largely increased. 

Latin America is the greatest poten- 
tial producer of staple foodstuffs and 
raw materials in the world today.. At 
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the same time, it is a great potential 
consumer of our manufactured goods. 
This great source of supplies and mar- 
ket for our products is an important 
advantage to us. Certainly if we real- 
ize this and yet do little to establish 
and maintain harmonious relations with 
these peoples, the fault is all our own 
if we lose this present wonderful op- 
portunity. Their chief products are raw 
materials which we must purchase from 
abroad to feed our industrial opera- 
tions. Our primary business is the con- 
version of such raw materials into the 
finished products Latin America needs. 
This mutual dependence and opportu- 
nity for reciprocity provide a sound 
basis for building harmonious and last- 
ing international friendships. If, how- 
ever, we neglect this opportunity and 
fail to build upon this natural advan- 
tage, European nations will regain, as 
world conditions improve, many of the 
markets they formerly held. Such an 
event would make the future of Pan 
Americanism increasingly difficult, for 
friendship and good will among nations 
thrive primarily on reciprocal and sat- 
isfactory commercial relations. 

Those are not lacking who would 
have the United States withdraw from 
troubled world conditions and isolate 
hersel€ completely. I sincerely doubt 
if that could be done. Even if it could, 
our country would present a dismal 
picture without certain raw materials 
for its factories and without an export 
market for its surplus production of at 
least 10 per cent. This excess must 
be exported and, if a market for it alone 
were taken away from us entirely, the 
result would be a serious restriction of 
business and the immediate throwing 
out of work of large numbers of men. 
Free interchange of essential commod- 
ities is the only sane foundation for 
lasting peace. Restriction of trade 
throughout the history of the world has 
repeatedly led to war. No greater need 
exists in the world today than for a 
revision of commercial policy and a 
better understanding of the benefits. of 
international trade. 

Mutually satisfactory trade relations 
between Latin America and the United 
States are the strongest forces tending 
to build up friendship and solidarity 
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in Pan America. Our position as a 
leader in this area depends entirely on 
how we use our opportunities in trade. 
It is within our power to be the greatest 
of world traders, particularly in this 
area, and our share of trade as well as 
our continuing leadership depends prin- 
cipally on public opinion. Few Ameri- 
cans are foreign-minded and few indeed 
realize that foreign markets absorb 50 
to 60 per cent. of our cotton crop, 40 
per cent. of our tobacco crop, 30 to 40 
per cent. of our dried fruits, refined 
copper, turpentine, lubricating oil, type- 
writers, sewing machines, agricultural 
implements and office supplies, and 11 
per cent. of our output of industrial 
machinery as well as high percentages 
of many other products. The loss of 
these markets is unthinkable for the re- 
sult would be an important reduction in 
employment and a depression of busi- 
ness in general of serious proportions. 


Modern civilization and international 
good will can only survive on the 
exchange of goods between nations. The 
scarcities of one nation must be met 
by the surpluses of another. This is 
particularly true of the situation in Pan 
America. Without indispensable raw. 
materials, some of which the United 
States does not produce, our great in- 
dustries would be seriously hampered, 
if not actually stopped. Without for- 
eign markets for our surplus products, 
both agricultural and industrial, our 
domestic business would be upset. 
Similarly our Latin American neigh- 
bors must be able to dispose of their 
surplus to us if they are to buy their 
needs here. Nations depend on foreign 
trade in exactly the same manner that 
cities thrive on interchange with sur- 
rounding rural districts. 


For the best interests of Pan Ameri- 
canism the United States must codperate 
to open and keep open the doors to 
intra-American trade. This requires 
our further effort in the distribution of 
national necessities among the Pan 
American countries. For it is only by 
buying from them that we can hope to 
keep their good will towards us and en- 
able them to purchase our surpluses. 
The creation of a favorable atmosphere 
for Pan American trade is a gigantic 
task. We can feel justly proud that 
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the United States is forging ahead to- 
ward its completion. Secretary Hull 
has persistently and tactfully followed 
the policy of negotiating reciprocal 
trade treaties, including the “most 
favored nation” clause. Nine of these 
are now in effect with Latin American 
countries. The negotiations of others 
may take a great deal of time but prog- 
ress in this important undertaking for 
promoting international good will has 
been steady. 


Direct Investments 


Our direct investments in Latin 
America today amount to approximately 
$3,500,000,000. These have been made 
in oil fields, mines, banana plantations, 
railways, cables, telegraph and _tele- 
phone lines, and various other commer- 
cial undertakings. These enterprises 
have been vital in the development of 
the Latin American countries in much 
r 4 same manner that European capital 
of an earlier day was to the growth of 
the United States. They have given 
employment to thousands of laborers. 
They have assisted in raising the stand- 
ards of living and have contributed ma- 
terially to government revenues. 

Unfortunately, a spirit of economic 
nationalism pervades the world at large 
today and is having its effect in Pan 
America. In some countries certain of 
these industries have suffered from 
drastic government regulations and re- 
strictions and high taxation. In others 
they have enjoyed the fullest considera- 
tion and the privilege of doing business 
on a basis advantageous alike to the 
country and to the foreign investor, a 
situation which has much enhanced 
friendly relations. 

Through these investments, Pan 
America, as a whole, has profited. 
Great transportation systems embodying 
steamships, railways and airways have 
been put into operation. Telegraph, 
telephone and cable lines have been 
constructed to improve communications. 
Large, dormant sub-soil resources have 
been developed to produce profits for 
foreign companies, revenues for local 
governments and work for laborers in 
the surrounding territory in a way that 
could not have been accomplished with 
local capital alone. 
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One of the serious drawbacks to the 
investment of money in foreign enter- 
prises has been the desire of the in- 
vestors for special privileges beyond 
those granted the nationals of the coun- 
try where the investment is to be made. 
Such expectations are quite unjustified. 
The successful investor will expect no 
rights or concessions greater than are 
given the people of the country and 
will plan to employ native help, not 
only as laborers but in every position 
possible. The natural dislike of domi- 
nance by foreign management can be 
readily overcome by employing natives 
in key positions on the job. Under these 
conditions foreign investments are wel- 
comed in Latin America by all. 

Direct investments of American 
money. in this way increase American 
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exports as well. American machinery 
and supplies are used to a large extent 
in building and maintenance, and, nor- 
mally, a higher return on the invest- 
ment is obtained than could be realized 
at home. Where these investments are 


profitable both to the investor and to 
the country where the investment is 
made, good will and friendship are cor- 
respondingly increased. 


Portfolio Investments 


The dollar bonds of all the Latin 
American countries outstanding today 
amount to approximately $1,600,000,- 
000, and of these about 70 per cent. are 
held in the United States. As a result 
of the world-wide depression of busi- 
ness and of revolutionary conditions, a 
large number of these countries have 
defaulted in the payment of either the 
principal or the interest on these debts. 
Others have been able to meet their 
foreign obligations promptly. No Latin 
American country has definitely re- 
pudiated its debts and some of those 
in default have lately made attempts to 
reach agreements with their foreign 
creditors. 


The situation in which Latin Ameri- 
can governments have found themselves 
is not entirely of their own making. In 
part, at least, it is traceable to Ameri- 
can lenders and their unaccustomed 
position as creditors in the international 
money market. 


The World War changed the United 
States from a debtor nation to a creditor 
nation more rapidly than any other 
country had gone through this process 
before. We found ourselves with bil- 
lions of dollars of surplus funds and, 
almost overnight, were placed in the 
position of the world’s premier banker. 
Such a situation was new in our experi- 
ence and we were poorly prepared to 
meet its responsibilities. During the 
late °20s American business boomed and 
it was the general belief that we were 
embarked on an era of perpetual pros- 
perity. Investments, as a consequence, 
were greatly over-expanded. 

During the three years 1926-28 
American banking and_ investment 
houses were in active competition -with 
each other to lend money to all the 
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Latin American countries. So strong 
was this competition that representa- 
tives were constantly traveling from 
country to country trying not only to 
find those desiring to borrow, but ac- 
tually endeavoring to persuade the 
countries visited that they could use 
money to advantage and that funds 
were immediately available. 


In one case where there was the pos- 
sibility that a certain important South 
American country might agree to take a 
loan, competition between lenders was 
so great that American banking houses 
had in its capital city at one time 
twenty-eight representatives, of whom 
sixteen were stopping at the same hotel. 
As a result of this pressure from lend- 
ers, that government finally acquiesced 
in borrowing twenty-six dollar loans of 
which eleven were placed with different 
American banks and investment houses. 
With such competition to lend and such 
facilities for obtaining funds, there is 
little wonder that money was sometimes 
borrowed when it really was not needed 
and that borrowed money was some- 
times spent for unproductive purposes. 


Originally, loans were made only to 
federal governments. Later, since the 
bonds were easily sold and the favor- 
able interest rates fostered a strong de- 
mand, issues were made to states, 
municipalities and all manner of gov- 
ernment-guaranteed enterprises. The 
bonds thus issued were sold to the 
American public in general, to country 
banks and to foreign buyers. The aver- 
age holding today amounts to from 
$3000 to $5000. 


The crisis at the end of 1929 vitally 
changed this situation. Not only were 
loans to Latin America suddenly 
stopped but our purchases of raw ma- 
terials from them simultaneously de- 
creased. This shut off their only means 
of payment to us. Consequently, prices 
dropped to such an extent that Latin 
American countries, who could not now 
pay us with goods, encountered serious 
difficulties in the transfer of dollars to 
us to meet interest payments. Some of 
them had the necessary money in their 
own currencies and were anxious to 
keep up their credit standing only to 
find difficulties in the transfer problem 
which were virtually insurmountable. 
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When defaults of interest. appeared, in- 
stead of showing that understanding of 
our debtors which has been character- 
istic of certain European lenders, our 
attitude toward all foreign financing be- 
came antagonistic. Instead of improv- 
ing the situation that made it even more 
difficult than it might otherwise have 
been. 


Fortunately for the future of Pan 
American financial relations, Europe 
has been in no position to lend and 
we still have an opportunity to work 
out satisfactory arrangements with our 
debtors. That agreements will be reached 
in nearly all cases there can be no 
slightest doubt. However, our help in 
purchasing from Latin America those 
raw materials which we most need is 
absolutely essential to a satisfactory so- 
lution. Such purchases will put our 
debtors in possession of dollar funds to 
meet their obligations and will even 
more importantly show them the con- 
sideration and understanding so neces- 
sary to build up mutual friendship 
with us. 


The unrestrained competition —be- 


tween lenders and most of the unpro- 


ductive loans made under competitive 
stress are to be laid at the doors of 
small investment houses now practically 
all defunct. Their demise is perhaps 
fortunate since those firms likely to fig- 
ure in future dealings of the kind have 
a strength which merits our utmost con- 
fidence. Despite the misfortunes of the 
past, which are likely to be less serious 
than they seem, Americans cannot af- 
ford to look askance at our foreign in- 
vestment business. They must overcome 
their characteristic lack of understand- 
ing of foreign affairs and must realize 
that the United States, no longer a 
debtor nation, must assume world lead- 
ership in finance. We must take our 
place in the world’s business, and only 
as we undertake our responsibility with 
confidence and understanding can we 
build up the faith of other countries 
in us. 


Future Outlook 


What is the future of Pan American- 
ism from the point of view of financial 
relations? The answer depends not 
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only on our attitude toward the prob- 
lems of the future but equally on that 
of the other twenty countries toward 
one another, both from the standpoint 
of banking and commerce and of 
friendly cultural relations as well. Our 
policies toward Latin America of only 
a few years ago failed to inspire the 
confidence necessary to encourage their 
friendship. Today the situation is 
changed to a substantial degree as a 
result of President Roosevelt’s policy of 
the “good neighbor.” This has been 
further accentuated by the visits made 
by President Roosevelt and Secretary 
Hull to the Pan American Conference 
in Buenos Aires in December, 1936. 
There our future attitude toward our 
Pan American friends was clearly 
stated. 


Many organizations are working ar- 
dently to build up a unifying friend- 
ship in Pan America. Notable among 
them are the Pan American Union un- 
der the able direction of Dr. L. S. 
Rowe, the Pan American Society whose 
president, John L. Merrill, has been 
particularly active, and The _ Inter- 
American Center of The George Wash- 
ington University piloted by George 
Howland Cox, its capable director. The 
chambers of commerce of the Latin 
American countries in New York and 
the American chambers in these coun- 
tries have also contributed toward this 
end as well as the Inter-American Com- 
mercial Arbitration Commission which 
is rendering services of much impor- 
tance. Recently the Mexican Bankers 
Association, anxious to foster friendship 
and understanding, has invited the 
American Bankers Association to hold 
its next convention in Mexico City. This 
would be highly conducive to good will 
not only between the two adjoining 
countries but would greatly stimulate 
friendship in other countries as well. 
The Department of The Interior, Office 
of Education, in Washington, with the 
desire to teach us to know our neigh- 
bors better, is conducting weekly radio 
broadcasts called “The Brave New 
World,” by which our people are learn- 
ing much that will be helpful to all of 
us. Tourist travel, the most valuable 
aid to international friendship, is 
rapidly increasing between the United 
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States and its Latin American neighbors 
and, today, more Americans visit in 
Latin America and more Latin Ameri- 
cans come to the United States than at 
any time in the past. There is also a 
desire on the part of various societies 
and business men to encourage the in- 
terchange of professors and students 
between the Latin American countries 
and the United States. This is most 


helpful. in creating lasting friendships 


and a better knowledge of the peoples 
and customs of the different countries. 

One can see in these various efforts 
a serious purpose to build up interna- 
tional amity in Pan America. Their 
successful outcome will depend on 
mutually satisfactory commercial, finan- 
cial and cultural relations. More than 
anything else the future depends on our 
knowing and understanding one an- 
other. 


GRAMMAR SCHOOL STUDENTS WRITE PRIZE- 
WINNING ESSAYS ON BANKING 


IHREE students of Mt. Vernon Ave- 

nue School, Irvington, New Jersey, 

have been presented with prizes of 
bank accounts by Erwin O. Meeh of the 
Irvington National Bank. The awards 
were made by the bank for the best es- 
says on banking, based on a talk re- 
cently given at the school auditorium 
by Mr. Meeh. 

Irma Hars of the Eighth BX grade, 
58 Augusta street, won first prize, a 
$5.00 savings account. Evelyn Grazulis, 
Seventh A, of 92 Grace street, and Joyce 
Mason, an Eighth B student of 119 
Wellington avenue, were awarded bank 
accounts with an initial deposit of $2.50 
each. 

Two hundred students entered the 
competition. The talk was one of a 
series being sponsored throughout the 
county by the Essex County Chapter, 
American Institute of Banking. Here 
is the winning composition of Irma 
Hars: 


The American System of Banking 


“In early days it was possible to bar- 
ter a cow for some sheep, or salt for 
meat. Nowadays we would find that 
system impossible. You could hardly 
offer a pound of meat in return for a 
seat at a moving-picture performance. 
What would the management do with 
it? But money can easily be changed 
for something else; so when you pay 
money for seeing the performance, you 
are giving the management something 
it does want and can use. In short, in- 
stead of making direct exchanges, peo- 
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ple sell things for money, and then use 
the money to buy what they need. 

“Early money took many forms. In 
China small pieces of leather were 
stamped with the amount they repre- 
sented. Soon after, metal was recog- 
nized as the best medium of exchange 
because of its durability; and today we 
find gold and silver the standard cur- 
rency materials. In Italy, hundreds of 
years ago, men used to sit at little 
benches in the market-place, changing 
money for the people. From the Italian 
word for ‘bench’ comes the name ‘bank,’ 
that we use. 

“Banks were established in the United 
States at the very end of the eighteenth 
century. It is just within recent years 
that a central banking system in the 
form of Federal Reserve banks was or- 
ganized. 

“People who deal with a bank deposit 
their money in it for safekeeping. In 
commercial banks a person has the right 
to make out checks against his deposits. 
Checks are paper slips that order a 
bank to pay a certain sum of money to 
some person. Most business men find 
it more convenient to pay bills by check 
because the checks can be sent through 
the mail in an envelope just like a 
letter. 

“The money a bank lends is either 
its capital or the deposits it has re- 
ceived. Its capital must be enough to 
inspire the confidence of the public. 
The larger the bank’s capital, the 
greater is the feeling among the de- 
positors that the bank will be well man- 
aged. Practically, the whole of a bank’s 
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capital can be used in its business. Of 
its deposits, however, a varying portion 
must be held as a reserve. The bank’s 
customers are constantly adding to and 
drawing from their accounts; and the 
bank must keep enough cash on hand 
to meet ordinary demands. 

“In these days, safety-deposit boxes 
may be rented from the bank to protect 
jewelry and important documents. They 
are kept in fire-proof vaults which are 
equipped with burglar alarms. During 
the days of the Civil War, family silver- 
ware was buried in the gardens of New 
Orleans homes to protect it from raid- 
ers. This was necessary because no 
banks had safety-deposit boxes for 
valuables. 

“Banks are careful in their use of 
other people’s money, never forgetting 
that they are protecting the depositors’ 
money, though they are paying interest 
for the use of it. A few years ago the 
Federal Reserve Bank in New York 
City was moving three thousand mil- 
lions of dollars in gold, paper money 
and metal money, from its old bank 
building to its new one. It has been 
said that this is the greatest amount of 
money that has ever been transported 
in the world. 

“No one was permitted within three 
blocks of either bank building; machine 
guns were set in place; and more than 
three hundred armed men were on guard 
as the treasure was moved through the 
streets. 

“The same caution is exercised when 
a bank sends its money out as a loan. 
Loans by the bank are either demand 
or time loans. Banks usually lend 
money on commercial paper or on per- 
sonal notes, secured by the deposit of 
collateral (usually stocks or bonds). In 
the majority of cases, the borrower gets 
his loan in the form of a deposit credit, 
against which he may draw checks. In 
addition, banks may lend to corpora- 
tions or governments by buying their 
bonds or other obligations. This type 
of lending is called ‘investment.’ Such 
loans are generaly for a short time— 
one, two, or three months. The bank 
likes to get its money back at frequent 
intervals. By this means it keeps funds 
liquid. 


“The Federal Reserve System was es- 
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tablished under a special law passed by 
Congress some years ago. There are 
twelve Federal Reserve banks, each in 
a different part of the country. The 
Federal Reserve banks give aid to the 
other banks of the United States when 
it is needed, so as to keep the entire 
banking business in good condition.” 
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CAPITAL NOT ON STRIKE 


IN a great country like America, if en- 
terprise is to continue to advance, fresh 
capital must be made constantly avail- 
able for it. Now the capital markets, 
the fields of private investment, are 
practically closed. That does not mean 
that there is a “strike of capital.” There 
is just as little reason in such a phrase 
today as there would be to say that 
30,000 employes who had lost their 
jobs because of slack orders had gone 
on strike. No! Would it not be nearer 
the mark to say not that capital was 
on strike, but that it had been “locked 
out” by such things as the surplus 
profits tax, which has given warning to 
investors that no longer are businesses 
to be permitted to conserve a fair meas- 
ure of their earnings for bad times; 
“locked out” by the continued unsettle- 
ment of the problems of the public uti!- 
ities, the needs of which, for new capital 
to be expended in material and labor 
for improvements, are crying aloud and 
cannot be answered?—Thomas VW. 
Lamont. 
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CURRENT BANK INVESTMENT PROBLEMS 


By Ricuarp K. BUECHLER 
Newman Bros. §& Worms 


ODAY, the primary concern of 
every bank in the placing of invest- 
ment funds, is safety of principal. 
Good times tend to make the average 
bond buyer, as well as the individual 
investor, speculatively inclined. The 
tendency, in such periods, is to purchase 
honds which the buyer believes will 
appreciate in value, rather than main- 
tain price stability and yield a satis- 
factory income. At the present mo- 
ment, however, with the business and 
profit outlook highly uncertain, and 
with losses in their portfolios, all in- 
vestors are extremely cautious. And 
since all high grade bond yields are 
now relatively unsatisfactory, the im- 
mediate problem seems to involve the 
temporary investment of surplus funds 
until a change in monetary and eco- 
nomic conditions justifies a more ag- 
gressive policy. 
Because the commercial banker is 
primarily interested in his depositors’ 
safety and latterly in the question of 
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profits, he has but two alternatives. 
Either he buys prime, short term, cor- 
porate issues with a maximum maturity 
of three years, governments with a due 
date falling within five years, or selects 
as the other avenue of investment, high 
coupon, gilt-edge, “callable” issues. A 
combination of these two programs 
tends to increase the average yield ob- 
tained and at the same time assures a 
high measure of safety. 

While the yield on prime shorts is 
very small, it must be admitted that 
some yield is better than none at all 
and that price stability offers a distinct 
advantage over the risk of a decline in 
speculative bonds, or even long-term 
high grade obligations. The yield on 
such a list of prime, short corporates 
and governments will bring a return of 
about 1 per cent.; on the high grade 
“callable” issues the yield will be 
slightly less than 334 per cent. Such 
bonds constitute excellent “secondary 
reserves.” Governments, of course, are 
rediscountable at par. 

Even bonds of medium maturity, 
from ten to fifteen years, have demon- 
strated price instability and havé shown 
themselves subject to wide market 
fluctuations. Hence, such issues, as well 
as the general run of long-term obliga- 
tions which may be decisively influenced 
by the effect of a reversal in money 
conditions, should be purchased only 
with reluctance. During the past few 
years, there developed a good demand 
for intermediate term, medium grade 
issues. As already stated, this group 
proved itself too susceptible to price 
variation to warrant being relied upon 
for financial support. For example, 
bonds like New York Central 33s, 
1946 and Southern Pacific 334s, 1946 
were subject to greater price swings 
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HIGH GRADE LONGS 
(Feb. 15, 1938) 


Issue 
Providence Gas (R. [.), Ist “B” 
West Penn. Power Co., Ist “H” 
Kansas City Term. Ry., Ist 
Hackensack ‘Water Co., Ist “H” 
National Steel, Ist Mtg. S. F. 
Ohio Power, Ist Ref. “D” 
Safe Harbor Water Power, Ist S. F... 
Cons. Gas of N. Y., Deb. 
Nebraska Power Cca., Ist 
Buffalo General Elec., Gen. & Ref. “B” 
Chesapeake & Potomac Tel. Va., Ist “A” 
New York Connecting R. R., Ist “B”.. 
American Tel. & Tel., S. F. Deb....... 
Toledo Edison, Ist 
Commonwealth Edison, Ist “A” 
Commonwealth Edison, Ist “(” 
Great Northern Power, Ist S. F., Stamped 
New York Power & Light, Ist 
Potomac Edison, Ist “E” 
Chicago Union Station, Ist “D” .... .. 4 
Detroit Edison, Genl. & Ref., “D” .... 44 
(1) Any interest date on 
(2) Any interest date on 
(3) Any interest date on 
(4) Any time on six months’ notice. 


(5) As a whole, any time on 60 days’ notice. 


days’ notice. 

(6) 
(7) 
(8) 
(9) 
(10) 
(11) 
(12) 
(13) 
(14) 
(15) 
(16) 
(17) 
(18) 


Any time on 30 days’ notice. 


Any time on 30 days’ notice. 


Any 
Any 
Any time on 60 days’ notice. 
Any time on 40 days’ notice. 
Any time on 40 days’ notice. 
7/1/40. Yield 2.15 to first call date. 





than most banks could countenance. 
While it is true that oil company bonds 
have held relatively well, the highs and 
lows of many of these issues were from 
seven to ten points apart. They simply 
followed the trend of the high grade 
bond market, being influenced by mem- 
ber bank reserve position, commercial 
demands for funds, changing invest- 
ment and inflation psychology, etc. 
However, if price cutting had developed 
in the oil industry and increasing busi- 
ness risks became apparent, these bonds 
would have followed the downward 
course of the rail issues mentioned. 
Bonds such as Shell Union Oil 314s, 
1951 and Cons. Oil 314s, 1951 would 
have declined precipitately, with a mar- 
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Coupon 


6/1/41. Yield 1.75 to first call date. 


First 
Call 
Date 


Approx. Call 

Market Price 
107 1033 
109 105 
1073-105 
108 105 
1053 105 
105 102 
110 104 
1064 105 
109 1064 
1103-107} 
1074 103 
10634 105 
1134 110 
1064 105 
113 110 
113 110 
1073-105 
1063 105 
1064 105 
109 105 
1133-104 


Yield to 
Maturity 


3.58 
3.43 
3.49 
3.30 
3.67 
4.11 
3.94 
3.88 
4.06 
4.06 
3.36 
4,42 
2.83 
4.58 
3.88 
3.74 
4.20 
4.13 
4,46 
3A7 
3.65 


Due 
2/1/63 
7/1/61 
1/1/60 
7/1/52 
6/1/65 
6/1/56 
6/1/79 
6/1/51 
6/1/81 
2/1/81 
5/1/43 
8/1/53 

11/1/43 
11/1/62 
7/1/53 
4/1/56 
2/1/50 
10/1/67 
11/1/56 
7/1/63 
2/1/61 


—-_—_—- — Py et ee i a c 
Wwe OCD r & 
i. a a 


ao YQ 
— et RS et et 

DRI DoS 

Sw ww YS Ow 


30 days’ notice. 
four weeks’ notice. 
eight weeks’ notice. 


In part on any interest date on 30 


Any interest date on four weeks’ notice. 
Any interest date on 30 days’ notice. 


As a whole, on any interest date, on 30 days’ notice. 
As a whole, only, any interest date on 60 days’ notice. 
interest. date on 90 days’ notice. 

interest date on 60 days’ notice. 


ket experience as unhappy as that of 
packing company issues. 

The preference of some institutions 
for convertible issues selling around 
par has manifested itself in institutional 


demand for many such bonds. Of the 
convertible group, Allis Chalmers 4s, 
1952, Electric Auto Lite 4s, 1952, 
Phelps Dodge 314s, 1952 and Union 
Oil 314s, 1952 have given a good ac- 
count of themselves marketwise. On the 
other hand, Pennsylvania, N. Y. Cen- 
tral, Paramount, Richfield and Interlake 
Iron convertibles have allowed their 
holders little comfort. While convert- 
ibles may provide a fairly good hedge 
against inflation, as a group, they may 
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HIGH GRADE SHORTS 
(Feb. 15, 1938) 


Issue Coupon 
Blackstone Valley Gas & Elec- 
ae i ee eee 
Buffalo General Electric, Ist.. 
Chesapeake & Ohio, Ist & Cons. 
Consol. Gas Co. (Balt.), Ist.. 
Washington Water Power, Ist 
& Ref. 
Terminal R. R. Assoc. (St. L.), 
Ist 
New York Telephone Co., Ist 
& Gen. 
Penn. Water & Power, Ist S. F. 
Illinois Steel Co., Deb. .... 
Pitts, Cinn. Chicago & 
Louis, Cons. “A” 
San Francisco & San Joaq. Val- 
ley Ry., Ist 
Philadelphia & Reading R. R. 
Term., Ist 
Pacific Gas & Elec., Ist & Ref., 
“—" 


Due 


St. 


1/1/39 
2/1/39 
5/1/39 
7/1/39 
7/1/39 
10/1/39 
11/1/39 
1/1/40 
4/1/40 
10/1/40 
10/1/40 
5/1/41 


12/1/41 


Com- 

First parable 

Call Call Yieldto Govern- 
Price Date Maturity ment 


Approx. 
Market 


104 
104 
1053 
1064 


40 

80 

15 
40 


(1) 


1054 1.25 


1054 1.30 
106} 
1074 
107} 


88 
1.05 
1.10 
1084 
110 
1073 


116} 


Any interest date on 30 days’ notice. 

As a whole on any interest date on six months’ notice. 

As a whole only, any interest date on three months’ notice. 

As a whole or in part, on any interest date on two months’ notice. 


Callable for sinking fund at 110. 


constitute poor representation in: the 
event of further business deflation. 

Surplus funds available for bond in- 
vestment should be kept approximately 
50 per cent. in governments, with the 
remainder largely in prime short cor- 
porates and “callable” high grade, high 
coupon issues. Municipals have been 
temporarily excluded in view of the 
fact that the yield on short-term prime 
municipals is, in most cases, less than 
that on governments; furthermore, 
these bonds have inferior marketability 
at prevailing levels. 

The program outlined affords ade- 
quate protections against price fluctua- 
tions that may arise out of inflation 
fears. It also permits an easy shifting 
of funds into commercial channels, 
without loss, when the demand for busi- 
ness accommodations increases. In ad- 
dition, if this policy is pursued, the 
individual bank will further benefit 
through its ability to reinvest in long- 
term high grade bonds at a more op- 
portune time—when interest rates and 
general industrial conditions are more 
normal. While the supply of desirable 
234 


issues is restricted and a proper port- 
folio can hardly be accumulated at a 
single moment, purchase at periodic in- 
tervals will assure a prime bond posi- 


tion. Such a portfolio can readily 
be liquidated in times of stress and is 
highly suitable from the standpoint of 
liquidity. 

Tax problems of different banks vary, 
but if there is sufficient differential after 
the corporate tax, the portfolio manager 
should grasp the opportunity to diver- 
sify some of his bank’s investments. 
Some bonds, such as Pennsylvania 
Water and Power 5s, for example, have 
a sterling payment clause. The pos- 
sibility also exists that attractive ex- 
change offers may be tendered as some 
of the near-term bonds mature. 

The bonds listed in the accompanying 
table, consisting of prime shorts and 
high grade “callable” issues, are obliga- 
tions currently meeting with commercial 
bank favor. It seems likely that at least: 
a majority of the “callable” issues listed 
are not in prospect of immediate re- 
demption and that, in the interim, the 
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call feature will tend to serve as a peg 
and safeguard against price decline. 
It is far better to pursue the wiser 
course of accepting starvation wages for 
deposits than to run the risk of in- 
curring sizable capital losses. Condi- 


tions are too unsettled; a collapse in 


international affairs, tightening money 
rates, further meddling with natural, 
economic laws by political clairvoyants, 
all may make the lot of the portfolio 
manager an unhappy one. A “managed 
economy” may not stay managed for- 
ever. 


COMPETITIVE STOCK EXCHANGES 


By Dr. Ernst WoLFcanc 


HE new commission rates of the 

New York Stock Exchange went into 

effect on January 3, 1938. The whole 
scale of commissions was advanced an 
average of 11 per cent. for stocks. 
Charges for transactions on bonds re- 
mained unchanged. 

Fears have been expressed that, as a 
result of the rate increase, the New 
York Stock Exchange may lose consid- 
erable business of international charac- 
ter to foreign stock exchanges. London, 
in particular, has recently been an ac- 
tive competitor for dealings in Ameri- 
can securities. In some of the more 
favorite American shares and in many 
foreign bonds listed here, dealings are 
reported to be much more active in 
London than New York. Transactions 
in American securities in Amsterdam 
have also increased, though in that city 
dealings in shares are largely confined 
to certificates of Dutch trust companies. 
A comparative survey of the commis- 
sions charged abroad for American and 
domestic sécurities is therefore of im- 
mediate interest. Consideration of ad- 
ditional expense items such as transfer 
taxes, stamp duties, etc., must also be 
reviewed. 

The scales used in various European 
countries for the calculation of commis- 
sions and taxes vary so widely that a 
broad, general comparison is hardly 
practicable. However, existing costs 
can be examined through investigation 
of charges on specific shares selling at 
different price levels. Such a compari- 
son is set forth in Table I where details 
regarding three differently priced 
classes of shares and types of bonds are 
enumerated. The amount of commis- 
sions and taxes chargeable to a private 
investor (non-member of the stock ex- 
change) was computed in each instance. 
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The purchase and sales of securities in 
the equivalent of a $10,000 investment 
was used as a basis. Expenses of pur- 
chase and sale were combined owing 
to the dissimilarity of regulations cover- 
ing taxes in the various countries. In 
some cases, transfer taxes are charge- 
able against the seller. the buyer, or 
both. 

The London and Amsterdam commis- 
sion charges for dealings in American 
shares closely approach the old rates of 
the New York Stock Exchange. It is 
an open question, however, whether 
higher scales may not soon be adopted 
to conform to the recent increases here. 
Until the date of these latest changes, 
commission rates for dealing in Ameri- 
can securities were higher in London 
and much higher in Amsterdam than in 
New York. Now, London commissions 
are generally less for low-priced shares, 
while they are still more for high-priced 
shares. American shares, when traded 
in London, are generally endorsed in 
blank or registered in “street names” ; 
in this way American transfer taxes are 
avoided. Such avoidance is not per- 
mitted in the United States and this fac- 
tor increases the competitive advantage 
of London for low-priced shares, on 
which U. S. Federal and state transfer 
taxes are rather high. Shares quoted 
at $12.50 can be traded in London 28 
per cent. cheaper than in New York. 
The cost of trading in shares quoted at 
$6.25 is 62 per cent. lower in London 
than in New York. However, should 
the buyer desire the shares registered in 
his own name, the difference in the two 
cases mentioned amounts to only 8 per 
cent. and 20 per cent., respectively. 

The commissions and taxes on bonds, 
officially listed on the New York Stock 
Exchange, are practically the same in 
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Taste I 


Commissions and Taxes on Dealings on American and European Stock Exchanges 


Basis: Purchase and sale of various types of securities in the equivalent of $10,000 each 
for a private investor (non-member of the Stock Exchange). 


European 
Securities 
Quoted in 
Their Native 
Countries 
(Average for 
for London, 
Amsterdam, 
Zuerich, Paris 
and Berlin) 


American Securities Quoted in 
New York 
Stock Exch.: 
New rates 


Amster- 


London dam 


Equivalent to the purchase and the sale... 


Low-priced shares 


Number of shares 
Quotation 
Commission 


Total expenses 
Medium-priced shares 


Number of shares 

Quotation 
Commission 
Taxes 


Total expenses 
High-priced shares 


Number of shares 

Quotation 
Commission 
Taxes 


Total expenses 


Domestic Government bonds 


Nominal value 
Quotation 
Commission 


Total expenses 


Domestic industrial bonds 


Nominal value 

Quotation 
Commission 
Taxes 


Total expenses 


Foreign Government bonds 


Nominal value 
Quotation 
Commissions 


Total expenses 
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.. $10,000.00 


. $10,000.00 $10,000.00 $10,000.00 


(no par) 
800 

12.50 
224.00 
56.20 


$280.20 


(no par) 
300 
$33.33 
96.00 
27.20 


$123.20 


(no par) 


800 
12.50 
200.00 
1.00 


$201.00 


300 
$33.33 
112.50 

1.00 


$113.50 


100.00 
50.00 
1.00 


$51.00 


800 
12.50 
266.67 
24.00 


$290.67 


300 
$33.33 
200.00 

24.00 


$224.00 


80 
$125.00 
69.33 
24.00 
$93.33 


$10,000.00 $10,000.00 


100.00 
50.00 
24.00 


$74.00 


$10,000.00 


149.81 


37.62 


$187.43 


$92.05 
37.62 


$129.67 


$78.40 
37.62 


$116.02 


$46.22 
8.05 


$54.27 


i - - 


$10,000.00 $10,000.00 $10,000.00 


100.00 
50.00 
20 


$50.20 


100.00 
50.00 
1.00 


$51.00 


100.00 
50.00 
24.00 


$74.00 


16.40 


$74.97 
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London and New York. While it is 
true that foreign issues have been more 
actively traded in London than New 
York recently, this is doubtless due to 
the fact that these bonds are more widely 
held by English and Continental in- 
vestors. 


London commission rates for Ameri- 
can shares are far below London rates 
for British shares. The latter charges 
range from 25 per cent. to 50 per cent. 
higher, in the case of low and higher 
priced shares, respectively. The neces- 
sity for maintaining such high rates is 
driven home when it is realized that 
every person or institution, acting on 
behalf of a client, is entitled to receive 
one-third the commission charged by 
the broker. Most of the important Eng- 
lish banks obtain a rebate of half the 
commission charged. Also, a “remisier” 
and a “half-commission man” are en- 
titled to a similar consideration. The 
London brokers can only allow large 
rebates because they theniselves receive 
high commissions. Otherwise, the net 
revenues of the brokers would be in- 
sufficient. Commissions on American 


securities, after rebate allowance, yield 


net revenues totaling only 50 per cent. 
of the amount which the New York 
broker obtains. 


Many American securities are not offi- 
cially listed in London. Trading in 
such issues takes place over-the-counter. 
If a London bank has an order to 
execute for a client, it usually purchases 
or sells in the open market through a 
broker, charging only commission. 
However, in some cases, the bank itself 
may trade as principal in these Ameri- 
can securities for its own account and 
earn a small margin besides the com- 
mission charged. 

It should also be observed that no 
difference exists between odd-lots and 
full-lots in London or Amsterdam. At 





times, a better price can be secured for 
larger amounts than for smaller lots. 
Nevertheless, no parallel to the Ameri- 
can odd-lot system exists and smaller 
amounts do not have to be traded at a 
price differential against full-lots. 


Europeans prefer to deal in London 
rather than New York for other reasons. 
Partial freedom from transfer taxes and 
freedom from market restrictions, such 
as. short selling, are important factors. 
Until last year, foreign owners of 
American securities were liable to the 
American income tax, in so far as in- 
terest earned on American bonds and 
capital gains from stock exchange trans- 
actions were concerned. Consequently, 
many European investors hesitated to 
deal in America directly but preferred 
to make purchases or sales, or both, in 
London. Since then, however, tax regu- 
lations have been changed and no basis 
exists for preferring London for such 
a reason. Nevertheless, the old preju- 
dice still prevails and anxiety exists that 
new tax regulations, similar to those 
formerly in effect, may be enacted. 

Finally, there are no obstacles to 
short-selling in London. The London 
brokers always have large amounts of 
American shares at their disposal. Lead- 
ing issues may be borrowed without dif- 
ficulty and on convenient terms. As 
further restrictions on market opera- 
tions are introduced in this country, 
there is a corresponding shift of inter- 
national security transactions abroad. 
It may also be noted that foreign firms 
generally have some excuse to deliver 
American stocks to the New York mar- 
ket with some delay. This makes it very 
easy to sell securities short in the New 
York market from abroad, although the 
operation may technically be labelled 
“long.” 

Most of the European stock ex- 
changes do not apply the London rebate 


Taste IT 
Expenses Charged for Purchase and Sale (in Per Cent. of the Money Value) 


Shares 


U. S. A. investor 
European investor (average for 5 
Bonds 


5 


Taxes 
0.30% 
0.37% 


Commissions 


1.20% 
1.07% 


All Expenses” 
1.50% 
144% 


0.37% 
0.55% 


0.02% 
0.20% 


0.39% 
0.75% 
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Taste III 
Comparison Between New York Expenses and That of Five European Countries 


New York 
Commissions 


New York Commis- 
sions and Taxes 


Per Cent. Higher (+) or Lower (—) Than in Europe 


Low-priced shares 
Medium-priced shares 
High-priced shares : 
Domestic Government bonds 
Domestic industrial bonds 
Foreign Government bonds 


system but follow another practice 
which has the same effect. Different 
rates are charged to banks (non-mem- 
bers of the stock exchange) and private 
investors. The former usually pays 50 
per cent. less than the latter. The most 
outstanding exception in this respect is 
Paris, where the same commissions are 
charged to the banks and private in- 
vestors. The Paris Stock Exchange has 
another peculiarity. The commissions 
for “operations au comptant” (spot 
transactions) are usually higher (for 
French Government bonds up to 150 per 
cent., for shares generally 50 per cent.), 
than for “operations a terme” (future 
transactions). Most of the dealings 


take place in future transactions, for 
which certain units are required. 
Transfer taxes in London are much 
higher than here, but they are not gradu- 
ated. The transfer tax, apart from 
smaller differences, always amounts to 


1 per cent. of the money value. It is 
paid by the buyer, while transfer taxes 
in New York are charged against the 
seller. Foreign government securities, 
listed in London, are mostly bearer 
bonds. Registered bonds of the English 
and the Dominion governments are 
“inscribed” and not subject to transfer 
taxes. The shares and debentures of 
English corporations are registered and, 
with few exceptions, transfer taxes must 
be paid. No transfer taxes are known 
in most other European countries. Deal- 
ings take place in stocks or bonds to 
bearer but stamp duties, which are 
usually higher than American transfer 
taxes, were introduced by nearly all 
governments long ago. 

On the basis of the data supplied in 


+49% 
+ 4% 
—19 % 
—i3% 
—19% 
—14% 


+49% 
— 5% 
—59% 
—i1% 
149, 


Table I, Table II presents a percentage 
comparison of average commissions and 
taxes which are chargeable against 
American and European investors. 

Due to the high commission rates for 
low-priced shares, the New York com- 
missions average higher than those in 
Europe. On the other hand, commis- 
sions and taxes on bonds are lower 
here. 

A comparison of the expenses of the 
different types of shares and bonds dealt 
in here and abroad is presented in 
Table III. 

If the comparisons are extended to 
“odd-lot” transactions and if the one- 
eighth point differential between odd 
and full lots is considered an expense, 
the position of low-priced stocks is still] 
more unfavorable here than abroad. 
Dealings in such stocks are two to three 
times more expensive in New York than 
in Europe. 

No service charges for inactive ac- 
counts, which are optional with many 
American houses, exist in Europe. In 
England, neither the banks nor the 
brokers charge fees for securities de- 
posited with them. Furthermore,. the 
banks do not debit charges for deliv- 
eries but, as heretofore explained, have 
a share in the broker’s commissions. 

In other European countries, where 
the big banks are also members of the 
stock exchanges, annual service fees, 
corresponding to one-half per mill of 
the money value of the securities de- 
posited, are charged. Minimum fees 
are charged for individual items in Eu- 
rope, but not for securities on the 


whole, as is the practice of New York 
banks. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


General situation 


Wak goes on in China and Spain; a 
military shaking up has taken place in 
Germany; Rumania and Brazil have 
effected a change in their forms of gov- 
ernment; negotiations are afoot for some 
kind of a new deal in the political re- 
lations of Germany and other states; 
France has recently undergone a shift- 
ing of several cabinet posts; the Amer- 
ican recession is already having un- 
pleasant repercussions in foreign coun- 
tries; and several of the leading world 
powers are preparing for large in- 
creases in their naval and other defen- 
sive forces. 


Great Britain 


NEW capital issues raised in the United 
Kingdom, as reported by the Midland 
Bank Limited, were of a total of £171,- 
000,000 in 1937, compared with £217,- 
000,000 in 1936. How these issues 
have fluctuated may be seen from the 
totals of other years: 1928, £363,000.- 
000; 1931, £89,000,000; 1932, £113,- 
000,000. Since the latter year the 
amount has been rising, except for the 
decline last year. 

Investments of the London clearing 
banks stood at £639,956,123 at the end 
of December last, compared with £664,- 


542,847 at the end of December, 1936. 
Between these two dates there was a 
slight decline in bills discounted, but 
advances rose from £890,177,970 on 
December 31, 1936, to £985,761,828 at 
the end of December last year. 


~ 


Analyzing the foreign trade returns 
for 1937, Lloyds Bank Limited Monthly 
Review estimated that the adverse trade 
balance for that year would be greater 
by £80,000,000 than that for 1936. This 
causes the Review to express the opin- 
ion that recent researches into the 
country’s balance from shipping and 
overseas investment may make _ neces- 
sary certain modifications in the cal- 
culations of the country’s annual bal- 
ance of payments. 


— 


Complete foreign trade returns show 
that the country’s imports for 1937 in- 
creased by £181,312,760, compared 
with 1936, while exports increased by 
only £80,989,507. The visible adverse 
balance for 1937 was greater by £86,- 
000,000 than for 1936. 


—_ 


From the record volume of produc- 
tion made in the mid-summer of last 
year, there has of late been a moderate 
recession, though it is not believed that 
this will develop into a serious decline. 


BANKERS INVITED 





FOREIGN BANKS ARE 


INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 
UR close contact with the commercial activities with seven 


Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 


The Honorable SIR PHIROZE SETHNA, Kt., Chairman and Managing Director 
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Authorized 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in a» 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


France 


CONCERN has been expressed in some 
quarters over the heavy transfers of gold 
from the Bank of France to the sta- 
bilization fund. Whether as the result 
of this addition of gold to this fund or 
for other reasons, the franc has lately 
displayed added strength. 

The Bank of France, in its recent an- 
nual report, has emphasized the need 
of increased production as necessary to 
the country’s economic recovery, and 
also favoring a policy of easy money. 

An estimate of the borrowing re- 
quirements of the treasury for 1938, 
made by the Minister of Finance, places 
the sum to be required at 28,000 million 
francs, or only 15 per cent. of the esti- 
mated national revenue. 

One serious element in the situation 
is the continued rise in the cost of 
living. 


Germany 


AccorDING to figures given out by the 
Trade Research Institute, Germany has 
made striking economic progress in the 
past five years. The number of em- 
ployed persons has risen from 12,580,- 
000 to 18,370,000. The gross value of 
industrial production has advanced 
from Rm. 37,800 millions to Rm. 75,- 
000-80,000 millions. Steel production 
has increased from 5,650,000 to 20,- 
000,000 tons. The output of cement 
has risen from 3,250,000 to 12,500,000 
tons. The domestic turnover of ma- 
chinery has quintupled. The number 
240. 


Inquiries and correspondence invited. 


of dwellings built annually has risen 
from 131,000 to 300,000. The national 
income has increased from Rm. 45,200 
millions to Rm. 68,000 millions; and 
Reich tax revenue from Rm. 6,650 mil- 
lions to Rm. 14,000 millions. 

Production returns for the year 1937 
show that in such important lines as 
coal, iron ore and steel there was a 
marked gain over 1936. 

Plans are being made for large re- 
construction measures for Berlin, and 
it is said that no difficulty will be ex- 
perienced in finding the necessary 
funds, although a shortage of labor 
required is considered as a possibility. 


Holland 


CONDITIONS are somewhat less favor- 
able than they have been, the change 
being attributed to the recession in the 
United States. But this change is only 
relative, and considering all the factors, 
the condition of the country in general 
is quite satisfactory, except in one di- 
rection. Unemployment, which since 
the beginning of 1937 showed a steady 
and marked decline up to June, from 
the latter month to the end of 1937 the 
tendency was upward, although the 
number out of work at the end of the 
year was still measurably below what 
it was at the bégimning. 

During 1937 the gold reserves of the 
Netherlands Bank rose to unprecedented 
figures, some of the increase, however, 
being considered as “hot” money, liable 
to sudden withdrawal. 
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Finland 


SUMMARIZING the condition of the coun- 
try in its issue for December last, the 


Finnish Trade Review said: 


Prior to the Great War Finland was a 
country importing capital, but at the same 
time exporting labor in the form of large 
numbers of emigrants. In those days. Fin- 
land obtained long-term credit from foreign 
sources to an.amount of about 200-300 
million marks annually, and even during the 
war she was compelled to a great extent to 
rely on foreign loans. Nowadays, however, 
Finland has changed into a capital-export- 
ing country. For the last seven or eight 
consecutive years she has continued an un- 
broken export of capital by paying off her 
foreign commitments. In spite of this the 
capital market in this country has remained 
easy, and although emigration has ceased 
to all intents and purposes, there is even a 
shortage of labor in certain trades. <A 
fundamental change has thus occurred in 
the structure of Finland’s national economy. 

Finland’s foreign trade since 1930 has 
yielded a total surplus of about 6.8 million 
marks. This sum has been devoted to pay- 
ing off the country’s foreign debts. ‘his 
year, during which foreign leng-term loans 
have been paid off to the value of over 
800 million marks, such progress has been 
made that loans at low rates of interest 
floated before the war have been written 
off for the first time. This greater inde- 
pendence of foreign financial obligations 
has largely increased Finland’s possibiiities 
of weathering any future economic diffi- 
culties. 

The present economic situation is re- 
garded in Finland with a certain reserved 
optimism. The state of the money market 
is still easy. At the end of November the 
cash held by the joint-stock banks was 
larger than ever before—1222 million 
marks—while the combined currency reserve 
of the Bank of Finland and the joint-stock 
banks amounted to about 2070 million 
marks. This sum was sufficiently large to 
pay for about three months’ imports. 

The volume of industrial production is 


now 86 per cent. above that of 1926, and 
55 per cent. above the 1929 level. For pur- 
poses of comparison it should be mentioned 
that according to the statistics of the 
League of Nations, the corresponding rise 
infGreat Britain was 22 per cent., Germany 
20 per cent. and Sweden 46 per cent. ‘The 


paper industry, which represents one-fouth 
‘of the country’s entire industrial produc- 


tion and two-fifths of her value of exports, 
has already placed its entire production 
for 1938. The woodworking industry on 
the other hand, representing about one-fifth 
of the total industrial production and at 
least two-fifths of the entire exports, has 
been forced by the ETEC agreement to re- 
duce its present output by 10 per cent., 
i. e., to 900,000 stds. The metal and ship- 
building industries are also believed to have 
received sufficient orders to keep them 
working to their entire capacity during the 
coming year. The reserve orders of the 
woolen industry reached a record figure this 
month, although the position in the cotton 
industry cannot be said to be as satisfac- 
tory. The output of the cement industry 
will be raised in 1938 on the completion of 
a new cement manufacturing plant during 
the first half of the year. Despite this 
increased production it is expected that 
the industry will have to work to full ca- 
pacity to deliver all its orders. 

Other industries are also well supplied 
with orders. The value of domestic trade 
for the current year shows a rise of 20-25 
per cent. compared with 1936. 1938 is also 
expected to be a year of lively trade, as 
owing to large forest sales and fellings and 
a higher level of wages, the farming and 
laboring section of the community will have 
a stronger purchasing power than in any 
year since 1928. 

Unless political complications arise there 
would seem to be every indication that the 
boom will continue in Finland throughout 
1938. 


Norway 


Conpitions in Norway continue excep- 
tionally good. Employment is well 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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The Littleport (Cambs.) branch of Lloyds Bank Limited. 


maintained, foreign trade is active, and 
industrial production remains high, de- 
posits of the banks are increasing. 
Prices of steel and coal have kept 
steady, as have those of agricultural 
products. At the end of December the 
note circulation reached the highest 
point since 1920. 


Sweden 


In the Quarterly Report of Skandi- 
naviska Kreditbank for January, it is 
said that in “certain branches of Swed- 
ish industry a slowing down of the boom 
has been noticeable in the last few 
months. This has been manifested 
chiefly in diminished orders for certain 
branches of the iron and woodworking 
industries, as well as in a vague pre- 
sentiment that deliveries of goods for 
building and agriculture during the 
coming season may perhaps decrease. 

Actual employment in industry, how- 
ever, does not yet show any marked 
decline. The business activity index of 
this bank, which relates to the value of 
the clearing of commercial paper, was 
127.7 and 124.0, respectively, for the 
third and fourth quarters of last year, 
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the average for 1929 being designated 
by 100.” 


The Argentine 


UNDER date of February 7, the First 
National Bank of Boston has received 
the following from its branch at Buenos 
Aires: 

The national budget for 1938 as for- 
warded to the senate last week by the 
chamber of deputies, calls for an out- 
lay of about 940,000 pesos, to be cov- 
ered by tax collections, and 208,000 
pesos to be financed by bond sales, in 
spite of the probability that the very 
much smaller grain crops will mean a 
poorer year for Argentine exports and 
government tax collections in 1938 than 
in 1937. Argentina has balanced its 
budget for three successive years after 
only small deficits in the previous two 
years. Nevertheless it is to be re- 
gretted that the authorities have felt it 
necessary to keep expenditures abreast 
of rapidly mounting income and even 
more to be regretted that sharply higher 
expenditures are planned for 1938, 
which can only be as good a year as 
1937 if grain prices rise about 50 per 
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cent. over present high levels. It is 
assumed that the senate will approve 
the budget for 1938 with little or no 
change from the form in which it passed 
the chamber of deputies. December ex- 
ports of m$n 142,551,000 were far be- 
low the m$n 207,616,000 in December, 
1936, but the year’s total of m$n_ 2,- 
308,295,000 was exceeded only three 


INTERNATIONAL 


MipLanp Bank Limitep.—Net profits 
for the year 1937 amounted to £2,508,- 
009, to which was to be added £547,084 
brought forward. Two semi-annual 
dividends were provided for at the rate 
of 16 per cent., £400,000 allotted to 
reserve for future contingencies, and a 
like sum to reduction of bank premises 
account. After making some other al- 
locations, there was left £591,044 to be 
carried forward. Net profits for 1937 
were greater than for both 1935 and 
1936. 


WESTMINSTER BANK LimiITED.—The net 
profits for the past year, after provid- 
for rebate, income tax and national de- 
fence contribution, and after appropria- 
tions to the credit of contingency ac- 
counts, out of which accounts full pro- 
vision for bad and doubtful debts has 
been made, amounted to £1,750,589.10.9. 
This sum, added to £516,936.13.4 
brought forward from 1936 leaves avail- 
able the sum of £2,267,526.4.1. 

The dividend of 9 per cent. in August 
last on the £4 shares and 614 per cent. 
on the £1 shares, absorbs £582,721. A 
further dividend of 9 per cent. was de- 
clared in respect of the £4 shares, mak- 
ing 18 per cent. for the year; a further 
dividend of 614 per cent. on the £1 
shares made the maximum of 1214 per 
cent. for the year; there was also de- 


times in Argentine history. December 
import figures have not as yet been 
issued but there is no doubt that the 
favorable balance for the year 1937 
was one of the largest on record. 

Dec., 1937 Dec., 1936 
m$n mn 
8,112,000 ° 8,922,000 

.. .3,542,000,000 4,077,000 


Liabilities 
failures 
Bank clearings 


BANKING NOTES 


clared a bonus of 2 per cent. on the 
£4 shares. 


Bank premises account received an 
allotment of £200,000 and £300,000 to 
officers’ pension fund, leaving a balance 
of £496,018 to be carried forward. 


GovERNOR, NATIONAL BANK OF GREECE. 
—At the end of last year Jean Drosso- 
poulos completed fifty years of service 
with the National Bank of Greece, of 
which he is now governor, and also 
president of the Union of Greek Banks. 
He entered the bank at the age of 
eighteen, and was successively promoted 
to his present position as governor of 
the bank. This important anniversary 
was made the occasion of a celebration 
which was participated in by many 
prominent in Greek banking and finan- 
cial circles. 


NATIONAL PROVINCIAL BANN LIMITED.— 
At the annual general meeting, Janu- 
ary 27, net profits for the year were 
reported at £1.874,959, an increase of 
£104,786 over the previous year. Vis- 
count Wolmer is a new director of the 
bank. Sir Alfred Lewis and Alexander 
Johnston, at their request, were relieved 
of their special duties as deputy chair- 


men, both retaining their seats on the 
board. 
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Wherever your Business Extends 


in CANADA .... there 


is the Bank of Montreal 


< 


Through its network in Canada of more than 
500 branches —-each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 
uable business information. 


BANK OF MONTREAL 


Assets over 


Head Office: Montreal 


NEW YORK AGENCY : 
CHICAGO OFFICE 
SAN FRANCISCO OFFICE: 


Established 1817 


: 64 Wall Street 
27 South La Salle Street 
333 California Street 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated Febroary 23, 1938, 

comments as follows on the Ca- 
nadian situation: 

“With many evidences of underlying 
strength, business conditions, while not 
so buoyant as they were at this time a 
year ago, are favorable by comparison 
with those in the United States. Such 
uncertainty and hesitancy as have been 
apparent come more from external than 
internal causes. Directly affecting many 
branches of activity is the fact that for- 
eign trade, though still at a high level, 
is not maintaining the advance of last 
year. A falling off in exports—they 
were valued at $72,200,000 in January 
as compared with $83,400,000 in Janu- 
ary, 1937—has caused a decline in the 
purchasing power of workers in some 
of the more important primary indus- 
tries, and this is having its effect upon 
the making of forward commitments and 
upon preparations for, and the volume 
of, trade in domestic requirements. 


“In the manufacturing field there is 
evidence of a curtailment of operations 
in various directions. The textile mills 
have slowed down their output and im- 
ports of raw wool and woolen yarn in 
January amounted to 1,108,049 pounds 
or little more than half of the figure of 
1.961,473 recorded for January, 1937. 
The primary iron and steel industries, 
although their scale of operations has 
fallen, are still well supplied with or- 
ders, and the production figures for 
steel and iron in January were respec- 
tively 107,753 and 74,862 tons as com- 
pared with 98,334 and 81,032 tons in 
December and 115,237 and 66,400 tons 
in January, 1937. The output of auto- 
mobiles for the month was 17,624 units 
as compared with 20,652 in December 
and 19,583 in January, 1937. The farm 
implement plants are rather busier than 
they have been in any recent winter, 
but industries which are devoted to mak- 
ing luxury goods are less active. The 
packing plants remain fairly busy. The 
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volume of new building construction is 
holding up well and the value of con- 
tracts placed in January, $9,140,000, 
although below the figure of $10,763,- 
000 recorded for December, was 38 per 
cent. higher than the figure for Janu- 
ary, 1937, $6,622,000. 

“The mining industry, despite the 
drop in the prices of various base 
metals, continues to prosper and the ex- 
ports of copper and nickel for January, 
at 398,563 and 197,154 cwts. respec- 
tively, as compared with 271,787 and 
149,944 cwts. in January, 1937, at- 
tained new high figures for this month, 
while exports of zinc were 313,487 
ewts., as compared with 192,803 cwts., 
and of asbestos 9580 tons, as compared 
with 7481 tons. Since the year began 
there have been several new discoveries 
of what are accounted important gold 
ore hodies, and the production of gold 
for the month was 359,549 fine oz. as 
compared with 328,545 oz. in January, 
1937, while the output of silver was 
1,712,067 oz. as compared with 1,390,- 
476 oz.” 


~ 


A FURTHER industrial turndown during 


the past month is reported in the 
Monthly Commercial Letter of the 


Canadian Bank of Commerce which 
says: 

“While the economic depressants of 
recent months spread to some industries 
formerly unaffected, including a few 
mining operations, seasonal influences 
caused an upturn in certain others which 
were among the first to recede from the 
high rate of productivity of the last pro- 
gressive period. Following the busiest 
autumn and early winter seasons ever 
experienced, irregularity developed in 
the automotive and associated trades, 
the present indications pointing to less 
activity in most plants during the next 
few months than prevailed in the cor- 
responding period of last year. This 
slackening tendency has been respon- 
sible for some decline in the heavy in- 
dustries as a group. The majority of 
the units have, however, continued to 
operate at, or close to, full capacity as 
a result of an accumulation of orders, 
which are now being worked off and 
are, unfortunately not being replaced 


with the same freedom as a year ago. 
At that time fears of a shortage of raw 
materials and a rush to undertake de- 
ferred plant renovation and expansion 
induced such a sudden and widespread 
demand for practically all industrial 
equipment as to over-tax productive fa- 
cilities. 

“Logging has been resumed on a 
fairly large scale in the British Colum- 
bia coastal area after a stoppage which 
once was thought might be prolonged. 
The factors influencing the operators to 
reopen their camps are the favorable 
weather conditions for cutting (in con- 
trast to the severe climatic handicaps 
of a year ago), a decline in ocean 
freight rates, which has improved the 
competitive position of exporting mills 
in the British and European markets, 
and the probability of greater Oriental 
lumber requirements. In the newsprint 
section of the forest industries, however, 
no signs of the desired improvement in 
market conditions have yet appeared 
and a comparatively quiet winter in this 
major industry is now certain. 

“The agricultural population has 
found encouragement in recent weather 
conditions which have been favorable 
to the care of livestock and to soil mois- 
ture in the West, as well as to winter 
grains in Central Canada. Market con: 
ditions for certain farm products, no- 
tably cattle, have, however, proved 
highly disappointing and are now exer- 
cising a retarding effect on rural trade 
in many sections. Cattle prices have 
declined by nearly one-third since the 
summer consequent upon weakness in 
the American market, which is the only 
large outlet for the Canadian surplus. 
Exports in that direction in the first 
four weeks for the current year—when 
the American import quota, with its 
lower scale of duties, again became op- 
erative—were only about one-fourth of 
those in the like period of 1937, while 
shipments of hogs were practically neg- 
ligible, in comparison with those of 
nearly 9000 head a year previous. The 
situation is of great concern to farmers 
who paid high prices last summer and 
autumn for feeder cattle, for one pur- 
pose, to convert part of their large grain 
crops into meat.” 
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BOOKS for BANKERS 


THe CANADIAN BANKING SysTEM. By 
James Holladay. Foreword by C. M. 
Short, Economist and Assistant Sec- 
retary of the Canadian Bank of Com- 
merce. Cambridge, Mass.: Bankers 
Publishing Company. Pp. xv-291. 
$5.00. 


Tuts book, as its title implies, contains 
an up-to-date and complete survey of 
the Canadian Banking System. The 
currency system, composed of coin, 
Dominion notes, and bank notes, is ex- 
plained in the first three chapters. The 
eight chapters immediately following 
are devoted to an analysis of the organ- 
ization, management, and activities of 
the banks as individual institutions. In 
the four succeeding chapters the banks 
are studied as a group or system. There 
is also a chapter describing Canadian 
methods of financing the farmer and 
one on various types of savings institu- 
tions. 

Dr. Holladay is professor of econom- 
ics at the University of Alabama and 
for some years has been a close student 
of Canadian banking. In the present 
volume he has made available to stu- 
dents of banking and those interested in 
Canadian banking affairs a complete 
and authoritative study. 


American bankers, whether favorable 
or opposed to a branch banking system 
in this country, will find in this book 
valuable information on just how a 
branch banking system works both dur- 
ing boom times and during a depres- 
sion. 


MoneTARY REFORM IN THEORY AND 
Practice. By Paul Einzig. New 
York: The Macmillan Co., 1937. Pp. 
XVI-343. $4.00. 


THE last decade has witnessed a re- 
crudescence of monetary theories which 
their authors call reforms. They extend 
all the way from suggestions for minor 
modifications in the administration of 
the gold standard to such wild extrava- 
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gances as complete national monetary 
isolation. While the more extreme and 
fantastic of the so-called reforms now 
fail to attract any popular attention, it 
is by no means certain that, with a busi- 
ness recession, if not a depression upon 
us, some of them may not be renewed 
and strong efforts exerted to have them 


adopted. 


This volume, therefore, offers a 
banker an opportunity to become ac- 
quainted with proposed monetary re- 
forms—good, bad and indifferent—for 
the author analyzes many different types 
and presents both the advantages and 
disadvantages. The proposals examined 
include—cheap money, credit expan- 
sion, purchasing power expansion, man- 
aged currency in general, a managed 
gold standard, a managed paper stand- 
ard, an elastic gold standard, a “com- 
pensated” standard, an arbitrarily al- 
terable gold standard, forward exchange 
operations, devaluation, bimetallism, 
negative interest rates, dual system of 
currency, deflation, international co- 
operation, exchange clearing system, or 
monetary isolation. Probably most 
bankers never realized that there were 
so many different kinds of monetary re- 
form. 

The author has a definite point of 
view in regard to monetary reform. He 
is definitely opposed to those whom he 
calls “orthodox,” meaning those who 
believe in the normal, gold standard. 
He is convinced that monetary reform 
is desirable. He belongs, however, to 
the moderate school of reformers, ap- 
parently finding the most desirable pro- 
cedure in a managed gold standard. In 
discussing the various types of mone- 
tary reform, he has been imminently 
fair in his appraisals. As he has stated 
his own standpoint with reasonable 
clarity, his discussions may be accepted 
substantially at that face value. Whether 
his evaluation of the different types of 
monetary reform appear acceptable to 
the reader, there is no question but that 
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the author has performed a signal serv- 
ice by gathering and analyzing the mass 
of material which is presented in this 
volume. 


THe ABC or Municipat Bonps. By 
Louis S. Lebenthal. New York: Har- 
per & Bros., 1937. Pp. 166. $1.50. 


THE author portrays in popular style 
the “Life History of a Municipal Bond,” 
as well as its essential characteristics. 
There is a minimum of legalistic and 
technical terminology employed and the 
volume makes easy reading. 

A wealth of information is imparted 
to the layman. The fundamental dif- 
ferences between municipal and cor- 
porate issues, the various types of 
municipal bonds, tax-exemption privi- 
leges, are all included in Mr. Leben- 
thal’s discussion. All important factors 
regarding local government obligations 
are adequately covered. Every munici- 
pal bond buyer will regard this text as 
a valuable primer. 


SociaL Security iv America. By the 
Staff of the Committee on Economic 
Security. Washington, D. C.: Social 
Security Board. 75 cents. 


ComPILED as it is by the same group 
that prepared and recommended the 
present Federal legislation, Social Se- 
curity in America might well be called 
the official bible of and apology for 
our Social Security Act. The staff re- 
ports cover six main topics: unemploy- 
ment compensation, old-age security, se- 
curity for children, provisions for aid 
to the blind, the extension of the public- 
health services through Federal aid, and 
the need for Federal action to promote 
security for the people of the United 
States. 

In that this book is one that de- 
tails the purposes of a law which di- 
rectly affects almost every individual, it 
should be of general interest. 


Tue Fioatinc Dest OF THE FEDERAL 
GOVERNMENT, 1919-36. By Edward 
Raquet Van Sant, Ph.D. Baltimore: 
The John Hopkins Press. 88 pages, 
paper; $1.00. 


IN this survey, Professor Van Sant gives 
a thorough study of the several types 
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of securities issued as a part of the 
Government’s floating debt for the 
period named, and the advantages and 
disadvantages of each type. From the 
historical standpoint alone, the study 
will be found of permanent worth. 
Respecting the large holdings of 
Government securities by the banks, 
the author is disposed to believe that 
this has been due, in part, to the ab- 
sence of demand for commercial loans. 
As to the liquidity of these investments, 
it is pointed out that it rests, in the final 
analysis, upon confidence in the Gov- 
ernment, and should that be shaken, 
liquidity would vanish in a moment. 
Danger of inflation, arising from large 
purchases of bonds and notes by the 
depository banks, has not yet mate- 
rialized because of the relative sluggish- 
ness in the circulation of deposits. 


TREES OF NORTHEASTERN’ UNITED 
States, NATIVE AND NATURALIZED. 
By H. P. Brown, Ph.D. Boston: The 
Christopher Publishing House. Pp. 
490. $3.00. 


Are bankers specially interested in 
trees? If not, they may find such in- 
terest aroused by the information con- 
tained in this volume, and if they al- 
ready have such interest it is sure to 
receive added stimulus from this source. 
Dr. Brown, the author, has had wide 
and varied experience thoroughly qual- 
ifying to handle the subject of which 
he treats. Trained originally in bot- 
any, he has served as instructor and 
assistant professor in this branch of 
natural science. In 1910-11, he held 
the position of xylotomist in the United 
States Forest Service and during 1922- 
23 served as wood technologist at the 
Forest Research Institute, Dehra Dun, 
India. For some years he has been 
head of the department of wood tech- 
nology in the New York State Cellege , 
of Forestry, Syracuse, New York; the 
work of this department is dual in na- 
ture, covering both wood technology 
and dendrology (the study of trees). 
In addition to much scientific in- 
formation relating to the subject, the 
author has managed to include in the 
volume the charm and romance asso- 
ciated with tree lore. Robert Louis 
Stevenson has called trees “our broth- 








ers with the green heads.” That they 
could be made, not by man but by God 
is expressed in a well-known and popu- 
lar poem. Their growth, in most cases, 
is slow, but everlastingly they keep 
at it. 

There may be an almost unexpected 
source of profit in trees, or at least 
in shrubs. To this reviewer a retired 
business man related a story of how he 
became interested in the growing of 


small trees and shrubs merely as a 
hobby, but the experiment grew so as- 
toundingly that in the last five years he 
had sold the product to the value of 
$25,000. 

But, whether from their commercial 
or other aspects, trees are worthy of 
observation, and this will be greatly 
assisted by “Trees of the Northeastern 
United States.” The text is embellished 


with a wealth of clear illustrations. 


A HEALTHY REVIVAL IN BUSINESS 


BUSINESS is carried on by men or groups 
of men for the purpose of rendering 
service for others and producing profit 
for themselves and those who are in- 
terested with them, the investors. Busi- 
ness cannot be conducted without risk 
and unless in the scales of business 
judgment the possible profits outweigh 
the possible losses men will not embark 
on business ventures. 


We hear a lot about the Government 
helping business but if the Government 
would relieve business of the unreason- 
able handicaps under which it is operat- 
ing, I feel sure that we would see a 
revival of business activities that would 
bring back prosperous times. To re- 
lieve business of some of these handi- 
caps the Government should do the fol- 
lowing: First, reduce expenses and 
thereby taxes which have added to the 
costs and, in the case of undistributed 
profits tax, have penalized the accumu- 
lation by corporations of reserves to 
provide for the rainy day which in- 
evitably comes; second, balance the 
budget, which will remove the fear of 
higher taxes or, more disturbing, the 
fear of confiscation through further de- 
valuation of the currency or otherwise; 
third, take the necessary steps to fix the 
exact value of our dollar in terms of 
gold so that business may enter into 
contracts confident that their value will 
not be altered merely by a decision of 


the Executive; fourth, cease engaging 
in business that directly competes with 
private enterprise, as this is the acme 
of “unfair competition”; and last, in 
punishing those who may have acted 
illegally or unethically, avoid penaliz- 
ing legitimate business activities. But 
all these and other acts designed to 
“encourage” business will have no last- 
ing or far reaching effect unless men 
and women believe that those who make 
our laws and those who administer them 
feel sincerely that the future prosperity 
of our country depends upon the busi- 
ness activity carried on within its bor- 
ders. A healthy revival in business will 
not come until our legislators: and ad- 
ministrators in Washington regain the 
confidence of those who produce, those 
who distribute and those who consume. 

The prospects for your company are 
tied up with the prospects for all busi- 
ness—farming, mining, construction, 
manufacturing, merchandizing and 
transportation. If business generally is 
hampered by the Government your com- 
pany cannot prosper any more than the 
business it serves, but if the Govern- 
ment will remove the unusual handicaps 
under which business is operating and 
will allow it to follow its normal course, 
then I can see for your company an in- 
creasingly prosperous future.—Report 
of J. Stewart Baker, chairman, Board 
of Directors, Bank of Manhattan Com- 
pany, New York. 
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PUBLIC RELATIONS 


Edited by MALCOLM DAVIS 


Public Relations program of the 


Wisconsin Bankers Association 
By A. R. GruENWALD 


Director of Public Relations, Wisconsin Bankers Association 


HE history of the Wisconsin Bank- 

ers Association reveals a continuous 

interest in matters of education. 
Wall G. Coapman, secretary of the as- 
sociation and an Institute graduate, 
was one of the founders of the Wiscon- 
sin State Chapter of the American In- 
stitute of Banking and has given it 
active supervision during the twenty 
years since it was established. This 
chapter, the only one now operating on 
a state-wide scale, has organized 174 
separate group classes of approximately 
2550 students and its members have 
been awarded 553 pre-standard and 208 
standard certificates. Membership has 
increased about 50 per cent. over last 
year and the chapter continues to vigor- 
ously promote the A. I. B. program of 
banker education in all sections of the 
state not served by city chapters. 

The officers of the Wisconsin Bankers 
Association and its state committee on 
education have for many years shown 
an active interest in public education in 
Wisconsin and have had the sympathetic 
cooperation of the State Department of 
Public Education. It is not unusual 
therefore, and perhaps a logical de- 
velopment, that the committee on edu- 
cation and public relations, aware of 
the increasing importance of their 
work, recommended to the association’s 
executive council in the summer of 1936 
that it establish a department of public 
relations in the headquarters office in 
charge of a full-time director. 

Major developments, prior to the es- 
tablishment of the public relations de- 
partment, show interesting procedure. 
In January, 1935, the committee chose 


as its speaker at the association’s Mid- 
Winter Conference the late John Pue- 
licher of Milwaukee who had been for 
many years a leader in the educational 
activities of the American Bankers As- 
sociation. Due to illness he was unable 
to be present but his forceful paper 
stressed the need for A. I. B. and other 
group study classes and advocated the 
use of the text-book “Constructive Cus- 
tomer Relations” which was published 
by the American Bankers Association in 
collaboration with the Financial Adver- 
tisers Association. The committee en- 
couraged these activities during the 
remainder of the association year. Many 
bankers ordered copies of the text and 
a beginning was made in the prepara- 
tion of material for speakers before 
adult groups—talks in the schools hav- 
ing been carried on to some degree for 
several years. 

The following summer the new asso- 
ciation president, R. L. Banks of Su- 
perior, Wisconsin, reappointed the com- 
mittee and informed them that they 
would again be expected to present a 
program at the 1936 Mid-Winter Con- 
ference of the association. The commit- 
tee engaged H. A. Lyon of New York 
City, whose address on “The Public 
Relations of a Bank” made a profound 
impression. Shortly thereafter, on be- 
half of the committee, Secretary Coap- 
man made a survey of latest develop- 
ments in the field of public relations. 
The results of interviews in the East 
and inquiries directed to sources of in- 
formation in all sections of the country 
were submitted to the committee. This 
report convinced them that direct super- 
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vision was necessary in order to attain 
results in the public relations program 
which they had hoped to inaugurate. 
Mr. Lyon was also selected to outline 
the plan and organization of the pro- 
gram and assist in selling it to the mem- 
bers of the association who would 
eventually be called upon to finance it. 
He advised the committee to pursue a 
comparatively simple program at the 
outset. By a process of elimination it 
was decided to proceed along four prin- 
cipal lines of endeavor: first, intensive 
training classes in constructive customer 
relations for bank employes, officers 
and directors within each county or 
other convenient area; second, cultiva- 
tion of better relations with the press; 
third, expansion of the program of talks 
before schools and adult groups; and 
fourth, assistance to bankers in the 
preparation of timely articles of inter- 
est to the public. 

H. J. Steeps, of Baraboo, Wisconsin, 
chairman of the committee, was dele- 
gated to attend the association meetings 
in May, 1936, to present the plan. Reso- 
lutions favoring it were passed by all 
groups. In June, Mr. Lyon again ad- 
dressed the state association at its an- 
nual convention when the public rela- 
tions plan was adopted and_ the 
executive council appropriated the 
necessary funds for the new department. 
Late in August, upon recommendation 
by a sub-committee of two members and 
the secretary, the writer, then the ad- 
vertising manager of the Marshall & 
Ilsley Bank of Milwaukee, was selected 
as director. 


Organizing the Program 


The committee also invited and re- 
ceived the acceptance of Dr. Stonier of 
the American Bankers Association to 
come to Wisconsin and address a series 
of evening mass meetings which were 
planned in conjunction with the asso- 
ciation’s autumn group meetings. In 
order to build up a large attendance 
at these mass meetings the writer, Sec- 
retary Coapman and members of the 
state committee, H. J. Steeps, Baraboo, 
Wis.; W. B. Frank, Milwaukee; W. 
A. Koch, Wausau; A. J. Quinn, 
Cumberland; J. W. Selbach, Eau 
Claire; E. M. Van Lone, Beloit, 
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and A. J. Whitford, Marinette, held 
about twenty-five preliminary meetings 
attended by the majority of county as- 
sociation officers and their education and 
public relations committees. The pro- 
posed public relations program was 
carefully outlined and those present 
were urged to see that employes, offi- 
cers, directors and stockholders of all 
the banks in their areas would attend 
the nearest of these five mass meetings 
which were to be held in Minneapolis, 
Wausau, Green Bay, Madison and Mil- 
waukée, October 12-16 respectively. In- 
troduced by Mr. Steeps, state commit- 
tee chairman, Dr. Stonier fired the 
opening gun of the campaign in five 
inspiring talks on the need and value 
of a constructive public relations pro- 
gram and urged the 3000 bankers, di- 
rectors and stockholders hearing him to 
support the previously announced Wis- 
consin program. In the meantime, as 
a follow-up, the public relations de- 
partment was busy preparing material 
for a series of eight Wisconsin confer- 
ences on constructive customer and pub- 
lic relations, together with detailed 
suggestions for organization and pro- 
cedure. These conferences were based 
on the eight chapters of the text-book 
“Constructive Customer Relations.” 
Over 650 of these texts were purchased 
by Wisconsin banks, in addition to sev- 
eral hundred previously distributed. 
Material for each conference included 
suggestions for leaders, supplementary 
helps, skits, and related subjects for 
discussion. Conference groups of bank 
staffs were organized by individual 
banks, local banks jointly and in the 
majority of cases by county bankers as- 
sociations, fine examples of leadership 
and codperation. About 160 banks par- 
ticipated in these staff conferences. The 
total attendance exceeded 3600. Re- 
ports and correspondence received from 
conference leaders, key bankers, and 
conference members tell of the many 
direct and indirect benefits derived from 
these meetings of employes and officers 
of banks in the same city or county. 
This year over. forty groups , are 
meeting. Approximately 140 additional 
texts have been purchased. Current 
conference material deals with the cus- 
tomer and public relations phases of 
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such subjects as service charges, legis- 
lation, competition, and agriculture, 
with particular emphasis on the Wis- 
consin aspects. Material is issued 
monthly to the educational key bank- 
ers in each of the state’s seventy-one 
counties. These key men and members 
of the state committee help to organize 
conference groups in their respective 
areas. Conference groups meet infor- 
mally once a month. A. I. B. study 
groups meet weekly. This combination 
is regarded as a well rounded educa- 
tional program. 


Growth of the Speakers’ Bureau 


A speakers’ bureau, organized last 
year, has built up a list of Wisconsin 
bankers interested in addressing student 
and adult groups on banking and re- 
lated subjects. Thus far about 150 
bankers have indicated their willingness 
to take part in this type of public edu- 
cation and more are being added as 
time goes on. These Wisconsin bank- 
ers have requested over 2000 copies of 
the talks on banking prepared by the 
American Bankers Association in addi- 
tion to special Wisconsin speech mate- 


rial and other suggestions available 
through the public relations department. 
The association enjoys the complete co- 
operation of the State Department of 
Public Instruction in the development 


of contacts with the schools. During 
the last association year approximately 
ninety reports were received from bank- 
ers who had given talks to a total audi- 
ence exceeding 7000. So far this asso- 
ciation year forty-two reports have been 
received. The total audience reached 
3246. Several radio addresses and a 
number of bank tours were also re- 
ported. Milwaukee Chapter of the 
American Institute of Banking is co- 
operating in this activity in Milwaukee 
County. Plans for the codperation of 
other city chapters and Wisconsin State 
Chapter are being developed, indicating 
greater progress in this direction in the 
future. All speakers are asked to send 
in a report on each address given. A 
necessary form is provided which 
among other things requests the ques- 
tions asked by audiences. Scores of 
such questions have been received. and 
recently fifty or more of these with 
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suggested answers were prepared as ma- 
terial for the fourth conference of our 
second series in customer and public 
relations. Other typical questions and 
answers were included in our advertis- 
ing service. These questions and an- 
swers have also been mailed to the 150 
bankers who are members of our speak- 
ers’ bureau, as helpful information in 
future speaking engagements. We hope 
to increase the number of talks given 
before student and adult groups and in 
turn receive many more questions on 
banking from Wisconsin audiences. 
These questions are really samples of 
public opinion on banking in Wiscon- 
sin and are invaluable in the develop- 
ment of the staff conference, speakers’ 
bureau, advertising, publicity and other 
phases of our public relations program. 
Some of our speakers receive excellent 
newspaper publicity on their addresses, 
thereby circulating constructive ideas 
on banking beyond their immediate 
audiences to additional thousands of 
Wisconsin people. 


Visual Education 


Although the number of people 
reached thus far through our speakers’ 
bureau is not impressive, we were for- 
tunate in inaugurating a plan of co- 
operation with the Federal Reserve Bank 
of Minneapolis to show their sound 
movie “Back of Banks and Business.” 
This picture has already been shown 
to over 100,000 people in Wisconsin. 
In December, 1937, the Milwaukee 
chapter of the American Institute of 
Banking sponsored a series of showings 
in Milwaukee for five consecutive days 
and reached an audience of 11,185— 
representing various schools, service 
clubs and other organizations. We 
have a waiting list of groups in Mil- 
waukee to see the picture on a return 
engagement. Bankers, teachers, stu- 
dents, members of various organizations 
and theater managers have expressed 
their approval of this educational film. 
These expressions were mailed to mem- 
bers in a special three-page public re- 
lations bulletin. In recent months we 
have given considerable thought and 
study to the advisability of preparing a 
movie on banking in Wisconsin. Our 
membership was queried on the pro- 
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posal and voiced enthusiastic approval. 
At its annual mid-winter meeting held 
in January, 1938, the executive council 
approved the project. 


Advertising Service Available 


The advertising service to association 
members, an idea adapted from the 
Ohio Bankers Association, consists 
mainly of informative advertisements. 
These extend the educational work done 
within banks through the daily contacts 
of employes and officers with customers 
to the public at large through the use 
of the advertising pages of local news- 
papers. This service, free to associa- 
tion members, is intended primarily for 
banks without local advertising talent 
or as an idea service for others. In- 
augurated in March 1937, at the re- 
quest of some members, it is now used 
in one form or another by approxi- 
mately 175 members of the association. 
Forty advertisements have been mailed. 
A new series of eight is issued every 
two months. The service will be en- 


larged with the next mailing to include 
advertisements on agriculture prepared 
by the association’s committee on agri- 


culture in codperation with our State 
College of Agriculture. We have no 
desire, as an association, to compete 
with agencies providing advertising 
service to our members. We do, how- 
ever, encourage educational advertising 
as a vital part of our public relations 
program. 


Press Relations Encouraged 


The development of better relations 
with the press is moving along in splen- 
did fashion. The public relations de- 
partment encourages members to give 
their local editors such banking and 
financial news as is of interest to them 
and their readers, many of whom are 
bank customers. The department has 
assisted in the preparation of such ma- 
terial. In 1936, when Wisconsin won 
for the first time the A. B. A. 1000 point 
award for banker-farmer activities, a 
special story was prepared and was 
used by bankers throughout Wisconsin. 
Local figures and color were added. 
The accomplishments of various asso- 
ciation committees and details of our 
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group and convention meetings are also 
publicized. The public relations de- 
partment codoperates with the Amer- 
ican Institute of Banking in matters of 
education and publicity, especially Wis- 
consin State Chapter which the state 
association has fostered for twenty 
years. In October, 1937, the American 
Bankers Association invited Mr. Steeps, 
our committee chairman, to discuss the 
Wisconsin program before the Con- 
structive Customer Relations Clinic of 
the A. B. A. convention in Boston. The 
writer has appeared on the convention 
program of the Wisconsin Press Asso- 
ciation and recently a Wisconsin news- 
paper publisher addressed one of our 
association group meetings. Such ex- 
change of ideas is beneficial. 


What the Program Has Accomplished 


All of these activities help to give 
Wisconsin people a more accurate pic- 
ture of banking. Our state-wide clip- 
ping service shows a constant increase 
in the quantity and quality of bank 
news and advertising appearing in our 
state newspapers. The codperation of 
the press in this direction is very grati- 
fying. 

At our last association group meet- 
ings Vice-President S. N. Pickard of 
Neenah, Wis., for a number of years a 
member of our state committee on edu- 
cation and public relations, summarized 
the accomplishments of the committee 
and outlined our plans for the asso- 
ciation year. The major portion of his 
time was given over to a discussion 
from the audience. It was interesting 
and encouraging to hear Wisconsin 
bankers from various sections of the 
state speak of their accomplishments 
and stress the value of the association’s 
public relations program. Wisconsin 
bankers in increasing numbers watch 
customer and public opinion as care- 
fully as they do their loan and bond 
accounts. To them the development of 
an enlightened public opinion on bank- 
ing is considered a vital part of mod- 
ern -bank management which tends to- 
ward a stable growth in deposits, a 
better loan trend, a lower turnover in 
business, less and better legislation and 
public coéperation in critical times. 
The majority of Wisconsin banks are 


THE BANKERS MAGAZINE for March, 1938 





actively working toward these objec- 
tives. 

As an association we feel that con- 
siderable progress has been made. How- 
ever, much remains to be done. Re- 
cently our association president, Clar- 
ence Hill of Port Washington, had this 
to say of our public relations program: 
“What we have accomplished thus far 


is due to a comprehensive, properly co- 
ordinated program adopted by the state 
association and which is made opera- 
tive through an interested, state-wide 
organization of member banks under 
the full time supervision of a staff mem- 
ber of the association rather than of a 
committee, which of necessity lacks the 
time and facilities to do so alone.” 


HOW BANKS ARE ADVERTISING 


Ir the assets of a bank’s balance sheet 
become impaired the banker acts 
quickly and surely to remedy the con- 
ditions causing the impairment. But 
if intangible assets—such as good-will 
and favorable identification in the pub- 
lic mind—become battered and _ bent, 
bankers are all too prone to patiently 
wait, doing little or nothing, in hopes 
that something nice will happen to 
them. 


Not so with the Bank ‘of the Man- 
hattan Company. For example, Wall 
Street has come in for a good deal of 
unfavorable publicity and comment in 
recent years. Yet Wall Street, for the 
most part, represents a powerful, highly 
reputable financial machine that 
smooths the economic pathway for the 
nation’s business. The bank’s head 
office is at 40 Wall, and the bank wasn’t 
willing to sit idly by and watch the in- 
herent asset of that address confused 
in people’s minds by becoming an un- 
pleasant symbol. 

The rather compelling result is ap- 
parent in an advertisement (the first in 
the bank’s new 1938 series) headed 
“40 Wall Street.” The layout divides 
this ad in two parts—one part is two 
columns wide; the other one column. 
In the main division, the first subhead 
reads, “On Wall Street and Proud to Be 
Here, Because .. .” Following is the 
copy, well worth quoting verbatim: 


For generations “Wall Street” has meant 
the financial center of this country. 

The Street’s resources have helped make 
possible America’s rise from humble be- 
ginnings. 

They play a part in the development of 
industry, of commerce, of agriculture. 

They facilitate the flow of goods and 
produce for export as well as home con- 
sumption. 
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They increase employment. 

Bank of the Manhattan Company is 
proud of its share in this work—proud to 
have been at 40 Wall Street for 138 years. 


In the same division, a second sub- 
head reads, “Bringing Wall Street to 
the Country.” Illustrated by a banker 
stepping from the door of a transcon- 


How does a bank earn 
its keep? 


PF ge is like your business: to survive and prosper 

it must render service. We believe that commer- 
cial banks have as fine a record of useful work done 
as has any other business or industry. 


Helping the small business to grow 

Many a small business concern, through able manage- 
méntand constructive banking service, has grown great. 
Helping big business to succeed 

Size in itself is no assurance of success. Large busi- 
nesses need not only large resources, but also many 
more kinds of banking service than small businesses. 
In supplying these, the well-equipped commercial bank 
helps to make enterprise more profitable. 
Helping to make jobs 

The history of the country shows that every indus- 
trial development has been helped by bank credits. 
And Bank of the Manhattan Company has had its 
share in many of these developments. 
Helping people to safeguard their affairs 

A bank’s usefulness ranges from broad community 
service to specific service to individuals. For example 
this Bank helps conserve estates, helps in the.safekeep- 
ing of securities and other valuables, helps ‘people to 
lead financially balanced lives. 


BANK of ne MANHATTAN 
COMPANY 


NEW YORK 
Member Federal Deposit Insurance Corporation 


cuanvaneo 1790 


One of a series of well conceived ads 
now running in Metropolitan papers. 
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tinental plane, the copy explains that 
the bank «provides modern service, 
matching its customers’ needs, because 
its representatives constantly keep on 
the go to get the firsthand information 
on industrial conditions. 

The secondary division amplifies on 
the general theme. One paragraph 
tells the story of the bank’s first loan— 
and points out that many loans have 
followed to “municipalities, to states 
and to the nation.” Another paragraph, 
accompanied by a portrait illustration 
of a business man, tells how the bank 
helped his business to grow. A third 
paragraph, headed “Serving 57 Little 
New Yorks” told how the bank’s serv- 
ice was extended through branches to 
the many communities comprising the 
city—each with its own, and varying, 
requirements. 

The second ad in the campaign is 
headlined “Of Course Bankers Know 
How to Say YES.” The copy goes on 
to say “Banks exist because they say 
‘yes’ oftener than ‘no.’ Naturally they 
want to encourage business and to have 
a part in it. The banker is sometimes 
viewed as a cold No-man. But this 
ignores the fact that his warm interest 
in soundly-managed enterprise has 
played an essential part in the country’s 
development.” The subheads suggest 
the remainder of the ad. They are: 
“Saying YES to Government—Federal 
State and Municipal”; “Saying YES to 
Industry”; “Saying YES on Foreign 
Trade”; “Saying YES to New Yorkers”; 
“Saying YES to Travelers.” 


What the bank is doing in this series 
is to present banking as a business that 
succeeds in accordance with the service 
that it renders; a business that is digni- 
fied, but at the same time human and 
interesting. Bankers are not stuffed 
shirts just because some cartoonists like 
to picture them that way. Bankers, 
like other men, have to work for a liv- 
ing and succeed only as they help 
others succeed. This thinking, ex- 
pressed through advertising, is what the 
bank is trying to induce into the public 
consciousness. 

Instead. of being apologetic about 
their business—and their address—the 
bank is developing a series of carefully 
integrated and dramatically. presented 
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truths which should help a great deal in 
breaking down the mysterious barrier 
that, as far as the public is concerned, 
seems .to surround the fundamental 
banking processes, 


The development of the series is 
clearly apparent in its third advertise- 
ment, herewith illustrated. Once again 
the heading, illustration and subheads 
speak for themselves. Copy under the 
heading reads: “A bank is like your 
business: to survive and prosper it must 
render service. We believe that com- 
mercial banks have as fine a record of 
useful work done as has any other busi- 
ness or industry.” The ad then tells 
how it has earned its keep by helping 
small business to grow, big business to 
succeed; thus making jobs and serving 
broad community interests. 


In each of the advertisements we have 
mentioned the layout is simple, straight- 
forward and artistically honest. Pic- 
tures of people help to gain initial at- 
tention—the simple wording of the 
headings are easily read and assimi- 
lated—yet they tell a story of them- 
selves and incite curiosity in the copy 
beneath them. The copy reads smoothly 
and rings true. Written for an audi- 
ence comprised of many people, the 
words are those familiar to that audi- 
ence. The theme of each ad is developed 
easily and logically so that it may get 
across to the reader with a minimum of 
effort on his part. All told, the cam- 
paign is well conceived and well ex- 
ecuted—it should help banking: as a 
whole and Bank of the Manhattan Com- 
pany in particular. 


~ 


**Friend of the Family’’ 


Ir has long been the custom among 
advertisers of commercial products to 
aim their appeal, whenever possible, at 
the family unit with the purpose of 
making that appeal at once as broad 


and as forceful as possible. The at- 
tempt in some cases has been strained 
and transparent. But the advertiser 
whose product or service is one that has 
a natural appeal to the family as a 
group, or to all members of the family 
as individuals, will find powerful allies 
on the other side of the counter. 
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“New ear, Jim? 
How ean you 
afford it?°? 


Thousands of people have found the key 
to prosperity and happiness...by regular 
saving at this bank. The Williamsburgh is 
one of the largest savings banks in the 
United States. Reasons—Service! Security! 
Convenience! Do your eM here. 


“By regular 
saving at The 
Williamsburgh?°?’ 


WI LLIAMSBU Ror 


THE ame 


Hanson and Ashland Places « 


MUTUAL SAVINGS BANK 
Founded 1851 


Broadway at Driggs Avenue 


ees BROOKLYN, NEW YORK qe 


Typical ad in the new series recently inaugurated by The Williamsburgh 
Savings Bank, Brooklyn, New York. The campaign features 'the copy- 
right slogan “The Williamsburgh, The Family Mutual Savings Bank,” 


illustrated with a ‘drawing of 


Few services are so completely 
bound up with family ties as those of 
the mutual savings bank. Saving is 
ordinarily a family objective. It is 
recognized by the family as the surest 
way of conserving and extending family 
resources to cover ultimate family ob- 
jectives, whether they be education of 
the children, the purchase of a new car 
or a home, or security when the family 
provider, voluntarily or not, has stopped 
working. 

To meet these family saving needs 
the savings bank has instituted services 
that cover the requirements of every 
member of the family. An account can 
be opened in trust for the youngest 
hopeful on the day of his birth. Chil- 
dren of school ago are served by the 
School Savings plan. For the other 
members of the family, besides 
the individual savings account, there 
are the joint account and the trust 
account, both of which indicate close 
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an average American family. 


ties—usually of family. The mortgage 
loan is an important item on the list of 
services designed principally for fam- 
ily consumption. 

These fairly obvious facts have, up 
to this time, been overlooked in savings 
bank advertising in so far as campaigns 
of any stature are concerned. But, with 
the start of 1938, The Williamsburgh 
Savings Bank, of Brooklyn, N. Y., has 
launched a thoroughgoing campaign 
featuring the copyright slogan, “The 
Williamsburgh, The Family Mutual 
Savings Bank.” This slogan, illus- 
trated with a cut of an average Amer- 
ican family, closely ties up newspaper, 
poster, car-card and direct to the home 
publication advertising. The campaign 
features copy and art work that is di- 
rect, brisk. and friendly in tone. It is 
designed to induce all the members of 
the average American family to step out 
to “The Williamsburgh, ‘The Family 
Mutual Savings Bank.” 
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State Pride 


THE American Trust Company, of 
Charlotte, N. C., gives the Carolinas a 
resounding pat on the back in a recent 
ad headed “Carolinians Once Knew a 
Good Thing When They Saw It.” A 
background illustration of a pioneer, 
musket in hand, sets the theme for the 
following copy: 


About 1659 from Virginia people began 
to trickle down into the Albermarle section 
of Carolina and to settle here as well-to-do 
planters. This was unlike any prior settle- 
ment on the American continent. Why? 
Because these people did not come on ac- 
count of inducements and promises of gov- 
ernments or colonizers. They did not come 
because they had been persecuted at home 
for political or religious reasons. 

These forbears of ours located here 
simply because the section seemed an ap- 
pealing place for them to work out a full 
and enduring future for themselves and 
their descendants. 


Today the same resources are waiting for 
development by men who have the fore- 
sight and capacity to carry plans through. 
We of the American Trust feel fortunate 
in our association with men in small con- 
cerns and large who are achieving in Caro- 
lina industry. We have faith in Carolina 
and welcome an opportunity to work in 
any plan for an enduring welfare for our 
people. 


Notes and News 


During the past year over 13 million 
items of deposit were received by The 
American National Bank, Nashville, 
Tenn.—the equivalent of over eighty- 
four for every man, woman and child 
in Nashville. This intelligence is from 
one of the bank’s recent ads congratu- 
lating Nashville citizens on their busi- 
ness activity and progress. 

* *% * 


The experiences of three companies 
with the Codrdinated Regional Service 
Plan of the First Wisconsin National 
Bank are reported in an advertisement 
published in the March issue of “For- 
tune.” Company “C,” for example, a 
well-known insurance company, “re- 
ports savings of $500 to $700 a month 
since adopting a special variation of the 
C-R-S Plan assuring prompt, economi- 
cal collection of Wisconsin checks and 
drafts.” 
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The Financial Broadcasting Service, 
Boston, Mass., announces a series of 
transcribed radio programs which banks 
may purchase at a nominal cost for 
transmission over local stations. The 
programs are presented for exclusive 
use in any city and contain complete 
merchandising tie-ups including news- 
paper ad mats, continuity suggestions, 


display cards and statement inserts. 
* *% * 


“HOT METAL and 16 Thousand 
Wage Earners” is the heading of a re- 
cent ad from the Marshall & Ilsley 
Bank, Milwaukee, Wis. The ad pays 
tribute to the foundry industry and its 
effect on civilized living comforts. It 
also discloses the fact that there are 
more than 16 thousand foundry workers 
in Wisconsin, with pay checks exceeding 
17 millions of dollars annually. 

* * *% 


House organs have proved a most use- 
ful tool in welding the community of 
interests shared by a bank’s workers. 
As an example of how such a medium 
may be conducted effectively, but at 
little cost, we wish to call attention to 
“The Fort Worth National Banker,” 
published by The Fort Worth National 
Bank, Fort Worth, Texas. All that’s 
needed is a keen editorial eye, a type- 
writer and a photo-offset shop to do the 
reproducing. 


* * * 


John J. Harris, advertising and pub- 


lic relations director of Fenner & 
Beane, has been elected president of the 
New York Financial Advertisers for 
1938, succeeding Harvey Weeks, assist- 
ant vice-president, Central Hanover 
Bank and Trust Company. First vice- 
president of the group is James Ras- 
covar II, vice-president of Albert Frank- 
Guenther Law. Second vice-president 
is Joseph Bame, advertising manager 
of the Commercial National Bank and 
Trust Company. Miss Dorcas Camp- 
bell, advertising manager of the East 
River Savings Bank, was elected secre- 
tary, and Barclay B. Baekey, of the 
Continental Bank and Trust Company, 
was re-elected treasurer. Directors for 
the coming year are: Merrill Anderson 
(Merrill Anderson Company), Alden B. 
Baxter (Banking), Edgar G. Criswell 
(United States News), Arthur DeBebian 
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(Chase National Bank), George Dock, 
Jr. (Doremus & Co.), Dudley L. Par- 
sons (New York Trust Company), Ruel 
S. Smith (Time, Inc.), L. M. Townsend 


(Bank of New York and Trust Com- 
pany), Harvey Weeks (Central Hanover 
Bank and Trust Company), and Charles 
Whidden (Journal of Commerce). 


Who’s who in bank public relations 


In the leading article of this depart- 
ment, Alvin R. Gruenwald gives us a 
good and clear insight into the care- 
fully integrated public relations struc- 
ture developed by the Wisconsin Bank- 
ers Association. We thought it would 
be fun to turn the tables on Mr. Gruen- 
wald and tell you something about him 


Photo O. F. DeLongue 
A. R. GRUENWALD 
Mr. Gruenwald is director of public 
relations of the Wisconsin Bankers 
Association. 


—what he’s like, what he’s done and 
what he’s doing. 

Milwaukee born, Mr. Gruenwald at- 
tended Milwaukee’s public schools, be- 
ing graduated in 1917 from the South 
Division High School. Additional 
‘schooling came by way of the Extension 
Division, University of Wisconsin, and 
evening courses at Marquette Univer- 
sity. The educational process has been 
continued ever since in the school of 
experience, aided by innumerable bar- 
rels of midnight oil. 
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Mr. Gruenwald grew up with the am- 
bition to be a concert pianist—in fact, 
giving piano lessons paid his way 
through high school. Although this 
career didn’t materialize, the piano re- 
mains as a particular hobby. 

From 1917 until 1925, Al was vari- 
ously employed—first by a consulting 
engineering firm in Milwaukee and then 
in sundry clerical, bookkeeping, ac- 
counting and sales positions. 

In 1925 he became associated with an 
eastern publishing house. One day he 
was asked to write a sales letter. He 
did. It clicked. And ever since he has 
lived with advertising, publicity and 
educational activities. 

He couldn’t stay away from Wiscon- 
sin, though, and in 1928 was appointed 
advertising manager of the Marshall & 
Ilsley Bank, Milwaukee. He remained 
in that capacity until August, 1936, 
when he took his present post as di- 
rector of public relations for the Wis- 
consin Bankers Association. 

Relating the variety of activities that 
Al has undertaken in the past eight 
years or so can, perhaps, be best done 
by dealing with each separately. 

The Milwaukee Advertising Club: 
Treasurer (1930-32); member, Board 
of Governors (1932-33, 1937-38) ; edi- 
tor of “Business Flashes” (1932-34) ; 
member, Speakers’ Bureau (1933-37). 

American Institute of Banking: 
Chairman, Public Education Committee, 
Milwaukee Chapter (1933-34); mem- 
ber, National Commencement Commit- 
tee (1933) ; member, Committee on Na- 
tional A. I. B. Manual on Public 
Relations (1933) ; member, Public Edu- 
cation Committee (1935). 

Wisconsin Bankers Association: Mem- 
ber, Committee on Public Relations 
(1932); Public Relations Director 
(August, 1936- ). 

Financial Advertisers Association: 
Member, Savings Research Committee 
(1931-32) ; chairman, Safe Deposit Re- 
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search Committee (1932-33); member, 
Membership Committee (1932-33) ; 
member, Extension Committee (1932- 
33); chairman, Research Committee 
(1933-34); member, Board of Direc- 
tors (1935-36); member, Senior Ad- 
visory Council (1936-37); member, 
Wisconsin Contact Commission (1937- 
38) ; member, Public Relations Manual 
Committee (1937- ); chairman, 
Contact Commission (1937- yy 

American Bankers Association: Mem- 
ber, Savings Division, Committee on 
Savings Promotion Through Advertis- 
ing (1934). 

Notwithstanding the above, Al does 
manage to get in some outside recrea- 
tion. In the summer he likes to play 
tennis, golf, and go swimming. In the 
winter, it’s skating and tobogganing. 
Then, too, his home interests comprise 
a large part of his life. Married in 
Springfield, Mass., Al and Florence 
Gruenwald now live in Wauwatosa, 
Wisconsin, with Robert (age 5), and 
Ruth Ellen (age 11). 

We’re not quite certain what Al’s va- 
cation preferences are, but whatever 
they are, he deserves to indulge in them. 
We wonder, though, just how the heck 
he ever manages to find time to take a 


vacation. 
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MUTUAL SAVINGS BANKS REPORT 
STABLE SAVINGS IN 1937 


AssETs, deposits and accounts of mu- 
tual savings banks, holding about one- 
fifth of American bank deposits, were 
stationary in 1937, according to figures 
issued by the National Association of 


Mutual Savings Banks. Slight gains 
and recessions left the total of accounts 
and assets about on balance for the 
year. 

“Tt is impressive evidence of the will 
to save that in a year of much uncer- 


tainty public reserves were so well 
maintained,” said Henry R. Kinsey, 
president of the National Association 
and head of the Williamsburgh Savings 
Bank, Brooklyn, New York. “The ex- 
pected upturn of industry soon should 
be reflected in further additions to de- 
posits and number of accounts.” 

Assets of all mutual savings institu- 
tions, operating in 17 states, at the 
year end amounted to $11,500,624,304 
compared to $11,357,442,351 a year 
ago. The gain for the year was $143,- 
181,953. 

In the deposit column, total balance 
on December 31 last reached the figure 
of $10,126,381,152, against $10,012,- 
594,382 on the same date of 1936. In- 
crease for the year was $113,786,770. 

In number of accounts, which sav- 
ings bank officials consider the real 
barometer of thrift, the total rose to 
14,578,186 from 14,398,920 a year ago, 
a gain of 179,266 accounts. The average 
of accounts was $694.63, compared to 
$695.30 the year before. 

All of the totals cited above were but 
slightly below the highest figures of 
mutual institutions. In the case of 
combined surplus account the total rose 
to a new peak of $1,319,217,549, from 
$1,260,319,338 on December 31, 1936, 
increase for the year being $58,898,211. 

These figures show that mutual in- 
stitutions have reserve funds of more 
than 13 cents additional security for 
each $1 of deposits, one of the highest 
ratios on record for any group of finan- 
cial institutions. 

Restricted investment opportunities 
and low rate of earnings continued to 
affect the rate of dividends paid to de- 
positors which averaged from two to 
21% per cent. 

New York and Massachusetts re- 
spectively continued to lead in point of 
assets, deposits and accounts. 
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IN THE MONTHS NEWS 


Convention Dates 


GENERAL 


March 3-4—American Bankers Associa- 
tion. Spring Savings Conference. 
Roosevelt Hotel, New York, N. Y. 

March 28-30—Association of Reserve 
City Bankers. Belleview-Biltmore 
Hotel, Belleair, Fla. 

April 11-13—American Bankers Asso- 
ciation. Executive Council Meeting. 
Edgewater Gulf Hotel, Biloxi, Miss. 

April 21-22—Bankers Association for 
Foreign Trade. 16th Annual Meet- 
ing. French Lick Springs Hotel, 
French Lick Springs, Indiana. 

May 4-6—National Association of 
Mutual Savings Banks, Waldorf-As- 
toria Hotel, New York, N. Y. 

May 12-14—National Safe Deposit Ad- 
visory Council, Bellevue Stratford 
Hotel, Philadelphia. 

June 6-10—American Institute of Bank- 
ing. Louisville, Ky. 

October 31—November 3—Financial 
Advertisers Association. Fort Worth. 
Texas. 

November 14-17—American Bankers 
Association. Rice Hotel, Houston, 
Texas. 


STATE AND SECTIONAL 


March 12—Ninth Federal Reserve Dis- 
trict Member Banks Conference, Fed- 
eral Reserve Bank of Minneapolis, 
Minneapolis. 

March 17-18—American Bankers Asso- 
ciation. Regional Conference. In- 
dianapolis, Ind. 

March 22-23—Central States Confer- 
ence. Oklahoma City, Okla. 

March 24-25—American Bankers Asso- 
ciation. Regional Conference. Okla- 
homa City, Okla. 

April 7-9—Pacific Northwest Confer- 
ence on Banking. Pullman, Wash. 
April 20-21—Georgia Bankers Associa- 
tion. Ansley Hotel, Atlanta, Ga. 
May 5-6—Oklahoma Bankers Associa- 


tion. Tulsa. 


May 9-11—Missouri Bankers Associa- 
tion. Place not yet decided. 

May 12-13—Kansas Bankers Associa- 
tion. Hutchinson. 

May 17-19—Texas Bankers Association. 
Fort Worth. 

May 18—New Jersey Savings Banks 
Association. Montclair Golf Club, 
Montclair. 

May 18-20—Pennsylvania Bankers As- 
sociation. Bellevue Stratford Hotel. 
Philadelphia. 

May 23-24—Illinois Bankers Associa- 
tion. Abraham Lincoln Hotel, Spring- 
field. 

May 25-26—Indiana Bankers Associa- 
tion. French Lick Springs Hotel, 
French Lick. 

May 25-27—Arkansas 
sociation. Arlington 
Springs. 

May 25-27—California Bankers Asso- 
ciation. Hotel Del Monte, Del Monte, 
Calif. 

May 28-June 2—Maryland Bankers As- 
sociation. Bermuda Cruise on S. S. 
Reliance. 

May 30—Arkansas Bankers Association. 
Junior Bankers Section. Educational 
Conference. Little Rock. 

June 1—Oregon Bankers Association. 
Corvallis. 

June 2-3—South Dakota Bankers Asso- 
ciation. Huron. 

June 3-4—Joint Meeting New Mexico 
and Arizona Bankers Associations. 
El Rancho Hotel, Gallup, New Mex- 
ico. 

June 6-8—Iowa Bankers Association. 
Fort Des Moines Hotel, Des Moines. 

June 8-9—Wisconsin Bankers Associa- 
tion. Hotel Pfister, Milwaukee. 

June 9-1] — Massachusetts Bankers 
Association. New Ocean House, 
Swampscott. 

June 9-12—District of Columbia Bank- 
ers Association. The Homestead, 
Hot Springs, Va. 

June 15—Rhode Island Bankers Asso- 


ciation. Providence. 


As- 
Hot 


Bankers 


Hotel, 
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June 16-18—Virginia Bankers Associa- 
The Homestead, Hot Springs, 


tion. 
Va. 

June 17-18—Colorado Bankers Associa- 
tion. Broadmoor Hotel, Colorado 
Springs. 

June 19—Vermont Bankers Association. 
Woodstock. 

June 19-26—North Carolina Bankers 
Association. Nassau and Havana 
Cruise on S. S. Reliance. 

June 23-25—West Virginia Bankers 
Association. Greenbrier Hotel, White 
Sulphur Springs, West Va. 

July 11-15—North Carolina Bankers 
Conference, University of North Caro- 
lina, Chapel Hill, N. C. 

July 22-24—Michigan Bankers Associa- 
tion. Grand Rapids. 

August 24-27—Virginia Bankers Con- 
ference. University of Virginia, 
Charlottesville. 

September 8—Delaware Bankers Asso- 
ciation. Rehoboth. 

September 8-9—Maine Savings Banks 
Association. 


DATES NOT YET DECIDED 


Florida Bankers Association. 
wood. Probably. in spring. 

Tennessee Bankers Association. Hermi- 
tage Hotel, Knoxville.. Probably in 
May. 


Holly- 


Associations 


GA spring sectional conference of the 
Robert Morris Associates will be held 
in Cleveland on March 25 with a one- 
day meeting in the Hotel Statler, spon- 
sored by the Buffalo, Cleveland and 
Detroit chapters. F. I. Robertson, vice- 
president of the Cleveland Trust Com- 
pany is general chairman for the meet- 
ing. 


q The sixteenth annual meeting of the 
Bankers Association for Foreign Trade 
will be held at the French Lick Springs 
Hotel, French Lick Springs, Indiana, on 
April 21 and 22. This association is 
composed of American banks operat- 
ing foreign banking departments, and 
is designed to give these banks a means 
of interchanging information, opinion 
and data on international banking and 
foreign trade. The association con- 
ducts research and investigation on 
262 


these and related subjects and stimu- 
lates public interest in international 
banking and foreign trade. It also seeks 
to originate and support desirable leg- 
islation and to oppose the enactment of 
laws detrimental to international bank- 
ing; also to secure the adoption of uni- 
form, fair and beneficial practices 
among bankers in connection with mat- 
ters pertaining to foreign commerce. 


@ Many bankers in the Pacific North- 
west are planning to attend the 3-day 
Conference on Banking which will be 
held at Pullman, Washington, on April 
7, 8 and 9. The conference is being 
sponsored by the School of Business 
Administration of the State College of 
Washington. A similar conference held 
in 1936 was most successful. A whole 
session will be devoted to “Personal 
and Installment Loans” at which ques- 
tions of policy in the making of such 
loans by both large and small banks 
will be discussed. Among the other 
scheduled addresses are: “Your Gov- 
ernment Bonds” by Robert G. Rouse, 
vice-president, Guaranty Trust Com- 
pany, New York; “A Positive Program 
for Banking and Business” by J. M. 
Barker, vice-president and treasurer of 
Sears Roebuck and Company, Chicago; 
“Europe: The Impact of Politics on 
Economics” by Dr. Walter Lichtenstein, 
vice-president, First National Bank, 
Chicago; “The Prospect for Commer- 
cial Loans” by George Greenwood, 
president, Pacific National ~ Bank, 
Seattle. 


q A new feature of the various regional 
conferences which are being held this 
year under the sponsorship of the 
American Bankers Association is the 
extension of these programs to include 
a session for bank depositors at which 
bank-customer relationships will be dis- 
cussed. In March, for example, the 
Indianapolis meeting scheduled to be 
held at the Claypool Hotel on March 
17 and 18 will include a depositors’ 
meeting to be addressed by Merle 
Thorpe, editor of Nation’s Business. 
The Oklahoma City Conference sched- 
uled for March 24 and 25 at the Munic- 
ipal Auditorium will also have a de- 
positors’ meeting addressed by Dr. 
Adam S. Bennion of Salt Lake City. 
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Besides the public meetings both of 
these conferences will include discus- 
sion of banking problems of local in- 
terest. 


Bank Stocks 


q New York City bank stocks opened 
strong in January but closed the month 
at only slightly higher levels, Hoit, 
Rose & Troster, New York, report. The 
weighted average of 17 leading issues 
opened the new year at 43.02 and 
quickly rose to 47.94 by January 10. 
This was a 5-point rise in one week, 
and the highest since October 30 last. 
Subsequently, however, all of this gain 
was lost when the average declined to 
42.54 on January 27. The close on 
January 31 of 43.65 was over 1 point 
better than this low. 


Bank Buildings 


qThe Brunswick Savings Institution, 
Brunswick, Maine, has recently erected 
a new wing to its building built of 
brick in Colonial style and in keeping 
with the original building. The new 
wing contains the trustees’ room and 
its addition released additional room 
for the main lobby, both for customers 
and employes, enabling the installa- 
tion of a new counter in the form of an 
are done in walnut and permitting an- 
other teller’s window and expanding 
the space used by depositors. 


Bank Holding Companies 


G Holding company bankers are con- 
fronted with the proposal of Senator 
Carter Glass of Virginia to introduce 
legislation providing for the abolition 
of this form of bank organization over 
a five-year period. A recent article in 
the New York Times comments on the 
fact that the bank holding companies 
seem indisposed to make any public 
defense of their organizations. 

Say the Times: 


“Their attitude, apparently, is that 
any efforts they may put forth openly 
to oppose the plan to legislate them out 
of business would be likely to stiffen 
the resolve of those who are backing 
the proposals. Whereas, if nothing is 
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said, the authorities in Washington 
may, in studying the proposal them- 
selves, reach the conclusion that com- 
plete abolition of bank holding com- 
panies would be unwise. 

“This point of view is based upon 
experience of bankers and men in 
other lines in dealing with ‘reform’ pro- 
posals in Washington. Banking opposi- 
tion to earlier banking legislation 
achieved little; but last year, when leg- 
islation to regulate the corporate trust 
business of banks was being developed 
by the Securities and Exchange Com- 
mission, trust officers of banks followed 
the strategy of saying nothing for pub- 
lication, but arguing their case as 
strongly and politely as possible in 
their private conferences with officials 
in Washington. The outcome was that 
the Barkley bill, as finally introduced, 
followed many of the suggestions of 
bankers. 

“The bill itself was not acted on be- 
cause of pressure of other business at 
the close of the last regular session, and 
this willingness on the part of the Ad- 
ministration to ‘make haste slowly’ on 
the measure was also ascribed largely 
to the avoidance of open controversy 
over it. 


“Many bankers, including those not 
connected with holding companies, 
believe that the move to abolish bank 
holding companies would be strongly 
deflationary and would create an al- 
most insoluble problem. For holding 
companies to divest themselves of their 
ownership of banks would involve 
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either the redemption of their capital 
stock by the constituent banks, which 
might, in effect, involve liquidation of 
the banks themselves, or the sale by 
the holding companies of their bank 
shares to individuals which, under ex- 
isting conditions, would be extremely 
difficult and in some cases impossible. 

“To redistribute among shareholders 
of the holding companies the stock of 
the constituent banks would be practi- 
cal only in the case of very large banks. 
Where the smaller houses were involved 
such a redistribution would mean pass- 
ing out fractional shares which might 
have no market. 


“The case against the bank holding 
company, as it has frequently been 
stated by the smaller unit bankers, is 
that it involves ownership of commu- 
nity banks outside of the communities in- 
volved; that it makes for the concentra- 
tion of banking power in a group of 
large corporations; that it is, in effect, 
a device to evade laws which prevent 
outright branch banking. 


“In behalf of group banking it has 
been urged that membership in a group 
gives a small bank some of tiie advan- 
tages of investment and technical advice 
which usually are available only to 
larger banks, provides for increased 
supervision and offers additional 
strength because of the resources of the 
parent company which lie behind the 
constituent bank. 

“Methods of operation vary among 
bank holding companies. A common 
practice, however, is to have a central 
organization which provides investment 
advisory service to the banks that are 
members of the group. 

“Under present conditions, when in- 
vestments play a more important part 
in the make-up of bank assets than do 
commercial loans, investment advice is 
particularly important to the smaller 
bank. The central organization, in 
addition, may provide tax advice and 
auditing service, including the super- 
vision of bookkeeping along standard- 
ized lines and the making out of tax re- 
turns. It will also, in many cases, pro- 
vide facilities for the centralized pur- 
chase and sale of investments by the 
constituent banks of the group. 

“According to a study recently made 
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by the Federal Deposit Insurance Com- 
pany, about one-eighth of all bank de- 
posits in the country are in banks con- 
trolled by holding companies. Twenty- 
three of the principal holding com- 
panies control 400 banks having de- 
posits of $6,500,000,000 out of the total 
of 13,700 banks in the country having 
deposits of about $50,000,000,000, the 
FDIC reported. In addition there are 
forty small holding companies owning 
160 banks.” 


Capital Structure 


@ The board of directors of the First 
National Bank of Palm Beach, Fla., 
have voted to increase the surplus ac- 
count of the bank by $200,000 in cash 
payable March 15. President Wiley R. 
Reynolds announced that all of the 
stockholders had unanimously agreed 
to this voluntary payment which will 
give the bank a capital of $200,000; 
surplus of $600,000 and undivided 
profits of approximately $120,000. The 
stock of the First National Bank is 
owned by residents of the Palm Beaches 
and is distinctly a local institution. 


Correspondent Relations 


q In a recent address in which he urged 
country banks to make greater use of 
their city correspondents, H. A. Brink- 
man, vice-president of the Harris Trust 
& Savings Bank in Chicago, summed up 
his discussion as follows: 


“1. If choosing a new correspondent, 
choose one in whose investment policy 
you have confidence. 

“2. Having chosen your correspond- 
ent, don’t hesitate to ask it for informa- 
tion regarding your bond account or 
issues you contemplate purchasing. 

“3. Make at least one personal call 
on your correspondent to check your 
investment policy, or if you do not have 
a definite policy, ask it to help you 
formulate one. It is much more satis- 
factory to talk things over than to write 
letters or telephone, and an occasional 
call on your correspondent should pay 
for itself in more ways than one. 

“4. After you have received the de- 
sired information, use your own best 
judgment as to the course of action to 
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be taken. Do not expect your corre- 
spondent to be a prophet and tell you 
when to buy a particular issue or at 
what price to sell. The banker has not 
yet been found who can predict the 
market infallibly. 

“5. If you send in a list of your 
bondholdings for periodical review, it 
is only fair that the list should be com- 
plete as to details and neatly prepared. 
It will save much time if the issues are 
classified as to type, listed alphabeti- 
cally, and grouped as to maturities, say 
1 to 5, 5 to 10, 10 to 20, and over 20 
years. List the amounts, the rate of 
interest, purpose of issue, and your 
cost, and give the day and the month 
as well as the year of maturity. 

“6. Carry balances which compen- 
sate your correspondent for the work 
which he does for you. The larger 
banks have encouraged the analysis of 
accounts and determination of costs on 
the part of all banks. Therefore they 
should not be imposed upon; for 
should the burden become too heavy, 
the day will come when it will be neces- 
sary to charge a fee for that which is 
now given gladly without direct com- 
pensation.” 


Crime 


q During the year 1937 there occurred 
142 bank holdups and 42 bank bur- 
glaries—a total of 184. Ohio being the 
chief sufferer to the tune of 16. Cali- 
fornia and Michigan furnished each 15. 
Missouri, 12 and Minnesota, 11. The 
Mississippi River and lake region seems 
to be the favorite area for these bank 
crimes. Wisconsin showed 14, 


GA reduction of 60 per cent. in the 
number of bank robberies and 95 per 
cent. in the losses sustained has been 
brought about in the last year in 
Illinois, according to the report of the 
Committee on Crime Prevention and 
Insurance of the Illinois Bankers Asso- 
ciation. 

So far in 1937 (up to middle of De- 
cember) there have been only two bank 
robberies in the state, with a loss of 
$1196, as compared with five bank 
robberies and two robberies of mes- 
sengers and a total loss of $22,738 dur- 
ing 1936, according to the report. 
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Increased vigilance, including an 
efficient organization of town guards, 
better robbery protection in banks and 
the Association’s reward program for 
the capture of bank bandits were given 
credit by F. J. Reu, vice-president and 
cashier of the First National Bank of 
Carthage, chairman of the committee. 
Rewards are posted for 1938 in 385 
Illinois banks. 

The committee also reported that 
fidelity insurance rates for banks hav- 
ing capital of less than $25,000 were 
reduced 80 per cent. on December 1, 
1937. 


Deaths 


qS. Parker Gilbert, a partner in the 
firm of J. P. Morgan & Company, died 
last month at the age of 45. Mr. Gilbert 
was formerly agent-general for repara- 
tions payments in Germany. During 
the World War he was counsel to the 
War Loan Office, and after the war be- 
came the first undersecretary of the 
Treasury, to which post he was ap- 
pointed by President Harding in 1920. 
He became a member of J. P. Morgan & 
Company on January 2, 1930. Mr. Gil- 
bert was also a director of the Bankers 
Trust Company, New York. He grad- 
uated from Rutgers University in 1912. 


Earnings 
q The Fidelity-Philadelphia Trust Com- 
pany, Philadelphia, reports for 1937 


net earnings from operation of $1,556,- 
582, an increase of $339,863 compared 


with the preceding year. Profit on 
securities sold, exclusive of recoveries, 
during 1937 amounted to $387,847, as 
compared with $1,301,433 in 1936. 
Gross earnings for last year were $5,- 
133,510 from which were deducted op- 
erating expenses of $2,948,881 and 
$240,199 for Federal, state and city 
taxes. After such deductions net earn- 
ings for the year were $1,944,429. 


Equipment 

gq After several years of intensive re- 
search work and testing, the Todd Com- 
pany, Inc., Rochester, New York, 
manufacturers and sole distributors of 
bank supplies, Greenbac registered 
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checks and Protectograph checkwriters 
and signers, has released to the market 
a new portable electric Protectograph. 
This remarkable new office machine 
weighs less than thirty pounds, will 
write 1200 checks an hour and is but 
slightly larger than the hand Model 33 
Protectograph, which during recent 
years has become standard equipment 
in thousands of offices and _ banks 
throughout the world. 


4 The Lower Main Street Bank, Colum- 
bia, S. C., has installed a new vault at 
a cost of $10,000. It was constructed 
and installed by the Mosler Safe Com- 


pany. 


Collection Service 


@The Mellon National Bank, Pitts- 
burgh, Penn., has established an inde- 
pendent check collection service to 
out-of-town points where, through the 
use of fast transportation facilities, cash 
items can be collected within one day 
after receipt. These items formerly 
were handled through the Federal Re- 


serve banks. 


Investments 


@The recent suggestion made by 
David Schenker, counsel for the Securi- 
ties and Exchange Commission that a 
census be taken of investment counsel 
and advisory firms, looking toward es- 
tablishment of sound principles and 
practices as a matter of public policy, 
is endorsed by the governors of the 
Investment Counsel Association of 
America, according to an announce- 
ment by Dwight C. Rose, president of 
the Association. The announcement 
stated: 

“The large number of firms and in- 
dividuals engaged in advising other 
people on investment matters, and the 
variations in their methods of opera- 
tion, complicate the problem of estab- 
lishing standards to become generally 
applicable. The association has al- 
ready declared its standards of pro- 
fessional practice and one of its im- 
portant functions is to enforce adher- 
ence by members to these standards as 
set forth in its ‘Code of Professional 
Practice’. 
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“Obviously, it is not within the prov- 
ince of a voluntary association such as 
ours to conduct any policing or regu- 
latory function extending to individuals 
or firms which are not members of the 
Association. We believe, however, that 
the establishment and making public of 
standards of professional practice by a 
representative group is a definitely 
constructive step in the public interest. 

“The general lack in the past of any 
established and published standards 
and of any definite information as to 
the number and types of organizations 
furnishing advisory services has made 
it impossible for the investing public 
to discriminate intelligently. It is for 
these reasons that the Association wel- 
comes and endorses the proposal of 
the SEC to conduct a census.” 


Legislation 


@ Officers of national banks throughout 
the country are practically unanimous 
in the belief that the interests of the 
public and the National Banking Sys- 
tem can best be served by maintaining 
the office of the Comptroller of the 
Currency as an independent agency of 
the Government, it was stated last 
month by Russell G. Smith, president 
of the National Bank Division of the 
American Bankers Association, in an- 
nouncing the results of a survey of 
opinion on this question. Mr. Smith 
is vice-president and cashier of the 
Bank of America National Trust & Sav- 
ings Association in San Francisco. 


The survey was occasioned by cur- 
rent proposals being heard to consoli- 
date the office of Comptroller of the 
Currency with some other agency of 
the Government under the broad, per- 
missive powers of the pending Byrnes 
Bill for the reorganization of the Fed- 
eral Government, should that bill be- 
come law. The purpose of the survey 
was to learn the attitude of the na- 
tional banks, which are under the 
supervision of the Comptroller’s office, 
toward such a possible consolidation. 

“The excellence of its standards, the 
quality of the examining staff, and ob- 
solute freedom from political bias of 
any kind have ‘combined to make the 
Comptroller’s office one of the most 
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outstanding of governmental agencies,” 


said Mr. Smith. 


Housing Loans 
q The National Shawmut Bank of Bos- 


ton has announced the organization of 
a separate construction loan depart- 
ment to facilitate new construction and 
remodeling loans to builders and in- 
dividuals. Said President Walter S. 
Bucklin in announcing the new depart- 
ment: 


“Although this bank has already 
made over 11,500 loans totaling more 
than $4,200,000 for modernization pur- 
poses, we are convinced that this is only 
the beginning. As an indication of our 
faith in the future of the new housing 
movement, with all that it means in the 
way of increased employment and busi- 
ness activity, we have established what 
we believe is the first separate construc- 
tion loan department to be organized 
by any large commercial bank in 
America. 

“The primary function of this new 
service is to enable builders and home 
owners to arrange all their home and 
building financing in one simple opera- 
tion, supplementing but not interfering 
in any way with the excellent mortgage 
loan service provided by other out- 
standing loaning institutions.” 


@ Passage of the amended National 
Housing Act will undoubtedly have an 
important effect on business throughout 
the nation, and in California in particu- 
lar, according to L. M. Giannini, presi- 
dent of Bank of America. 

“Of particular interest,” he said, “is 
reinstatement of Title One of the act, 
providing for insurance of loans for 
modernization of existing improve- 
ments. 


“There is a big field for the rehabil- 
itation of homes already built. This 
was demonstrated during the brief life 
of the modernization section of the 
original act. In the period between 
August, 1934, and the expiration of 
Title One in April, 1937, Bank of 
America made 105,000 rehabilitation 
loans for a total of $37,800,000. 

“This aid to home owners and to 
business generally was so important 
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that we carried on with a plan of our 
own, thus bridging the gap between ex- 
piration of Title One and its re-enact- 
ment by Congress,” continued Giannini. 


Building and Loan Associations 


gG Additional financing for phases of 
real estate where there is now a dearth 
of funds was foreseen in a recent speech 
by Ralph H. Cake, Portland, Oregon, 
savings and loan executive, before the 
North Central Conference of the United 
States Building and Loan League. He 
said that savings, building and loan 
associations can expand their lending 
field beyond the single family home by 
taking extraordinary precautions with 
appraisals and provisions that the net 
revenue is to be paid to the lender to 
help reduce the loan. 

He suggested that loans on apartment 
houses, suburban business properties, 
downtown business properties and the 
like should be made only by larger 
associations, with a minimum of prob- 
ably $2,000,000 in assets. He added 
that loans on buildings as large as 
four-family homes can safely be made 
by smaller associations. 


“Pay-as-you-go” Banking 


q The Pan-American Trust Company, 
New York, has decided to offer at its 
main office at 52 William street special 
checking facilities whereby accounts 
may be opened without minimum bal- 
ance requirements according to a recent 
announcement by President John B. 
Glenn. The charge made for the new 
service will be five cents per check or 
deposit item. 


@ More than 42,000 depositors and a 
traffic of over 4,000,000 items deposited 
or withdrawn during 1937 are reported 
by the National Safety Bank and Trust 
Company, New York, originators of the 
“no-minimum-balance” checking  ac- 
count system, now widely used through- 
out the banking field, according to a 
statement by Alexander Efron, vice- 
president of the bank. 

The complete success of the separate 
CheckMaster branch recently opened at 
38th street and Broadway, across the 
street from the bank’s main office, was 
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reported. This branch includes many © 


special devices and designs created for 
the volume service necessary under the 
CheckMaster plan. 

In the CheckMaster plan depositors 
pay 5 cents for each item withdrawn or 
deposited. No minimum balance is 
ever required. It has been in operation 
since June, 1935. 


Personal 


@ Henry R. Kinsey, president of the 
National Association of Mutual Savings 
Banks and president of the Williams- 
burgh Savings Bank of Brooklyn, N. Y., 
was presented last month with an hon- 
orary scroll from the American Insti- 
tute of Banking before 2000 diners at 
the Waldorf Astoria Hotel in New 
York. The scroll read in part: 

“Through outstanding ability and 
able leadership, particularly during 
recent troublous years, he has given to 
the banking profession a wealth of 
service impossible to surpass. 

“For more than thirty years, he has 
devoted himself unselfishly to the 
American Institute of Banking, in both 
executive and educational capacities.” 


q Clifford B. Reeves has been elected a 
vice-president and director of Doremus 
& Co., advertising agency with offices in 


New York, Chicago, Boston, Philadel- 


phia, San Francisco and London. He 
has been with the Doremus organiza- 
tion since 1933 and was formerly with 
the publicity department of the Guar- 
anty Trust Company, New York. 


@ Rudolf S. Hecht, chairman of the 
board of the Hibernia National Bank, 
New Orleans, has been elected presi- 
dent of the New Orleans Clearing 
House Association. 


@ Gordon Farrell of Vancouver, B. C., 
prominent in the business circles of 
British Columbia, has been elected ‘a 
director of the Canadian Bank of Com- 
merce. 


q Ralph W. Manuel, president of the 
Marquette National Bank, Minneapolis, 
Minn., recently presented $100 to the 
Wisconsin Bankers Association “with 
no strings attached.” The directors of 
that organization have decided to offer 
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the fund as cash prizes in public speak- 
ing contests during the next two years 
to be open to all members of the 
A. I. B. in Wisconsin. 


q Rufus Crosby Kemper has _ been 
elected chairman of the board of the 
Commerce Trust Company, Kansas 
City, Mo., to succeed his father, the late 
W. T. Kemper. He also heads the City 
National Bank and Trust Company of 
Kansas City, being its active president. 


q Graham B. Blaine, vice-president of 
the Bank of the Manhattan Company, 
New York, has been appointed as off- 
cer in charge of the bank’s business in 
the southeastern part of the United 
States. Mr. Blaine graduated from 
Harvard in 1917 and has been a vice- 
president of the bank since 1932. Asso- 
ciated with Mr. Blaine as representative 
of the bank covering the South Atlantic 
states is John S. Jamison, Jr., assistant 
cashier, who is a native of Alabama. 


@ Morris Bernhard has been appointed 
vice-president of the Hudson County 
National Bank, Jersey City, N. J. He 
has been associated with the bank since 
1921. He is widely known as one of 
the pioneers in personal loans to wage 
earners. 


q Allan Forbes, president of the State 
Street Trust Company, Boston, has 
been elected a Class A director of the 
Federal Reserve Bank of Boston. 


q Jacob C. Klinck, president of the 
Kings County Savings Bank of Brook- 
lyn, N. Y., was the guest of honor last 
month at a special luncheon tendered 
to him in the president’s dining room 
of the Manufacturers Trust Company, 
55 Broad street, New York, in com- 
memoration of his completion of 50 
years of banking service. Harvey D. 
Gibson, president of Manufacturers 
Trust, presided and greeted the guest of 
honor in behalf of the assemblage. 


q Directors of The Pennsylvania Com- 
pany for Insurance on Lives and Grant- 
ing Annuities, Philadelphia, have 
elected C. S. Newhall chairman of the 
board. This action was taken upon 
Mr. Newhall’s request to be relieved 
from some of the active executive duties 
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incident to the office of president. 
William Fulton Kurtz, formerly execu- 
tive vice-president, was elected presi- 
dent of the company to succeed Mr. 
Newhall. 

Mr. Newhall first entered the service 
oi the company in October, 1896, at 
which time the total assets were $14,- 
260,698, total deposits $9,767,678 and 
total trust funds were less than $100,- 
000,000. At the present time the assets 
are $256,357,000, deposits $229,464,015 
and trust funds $868,184,833. 

Mr. Kurtz, who was born in Phila- 
delphia in 1887, represents the third 
generation of a family well known in 
Philadelphia banking circles. He at- 
tended the Germantown Friends School 
and was graduated from Harvard Uni- 
versity in 1908. After ten years in the 
banking and brokerage business, he was 
elected president of the Colonial Trust 
Company in 1918, in which office he 
continued until the latter company’s 
merger with The Pennsylvania Company 
in March, 1930. Upon that merger, Mr. 
Kurtz was elected a vice-president and 
director of The Pennsylvania Company 
and in 1934 was made executive vice- 
president. 


Personnel 
q The West Virginia Bankers Associa- 


tion maintains an employment file for 
the benefit of its members. In this file 
are listed the names and qualifications 
of all available men and women seek- 
ing bank employment. This service has 
been found to be of great benefit to the 
member banks and also to qualified per- 
sons looking for jobs in West Virginia 


banks. 


Public Relations 


q Some hints on what to stress in cur- 
rent bank advertising in order to create 
better relations with the public were 
given recently in an address by Thomas 
C. Boushall, president of the Morris 
Plan Bank of Virginia, who said in the 
course of his remarks: 

“We do not need so much to adver- 
tise our totals of assets and liabilities 
as to exercise our total of devoted ability 
in the interest of our customers indi- 
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vidually and our communities collec- 
tively. The high plane on which we 
exercise our maximum of useful ability 
in the interest of the community will 
more than adequately advertise our in- 
stitutions and obtain for them their de- 
served place in the sun. 

“I do not believe that any program 
of selling the banking business of 
America through any formula of pub- 
lic relations can permanently succeed if 
the basic idea is to get the people to 
accept banking as it has been or as it 
is today. What America, what the peo- 
ple of your communities will accept in 
all good faith is not the advertisement 
of what you would like to have be- 
lieved about your past and present, but 
the concrete evidence of your desire to 
serve wisely and well in a manner un- 
derstanding of and geared to the needs 
of the people, not in the way you may 
choose to afford such services, but in the 
manner the people want those services 
made available to them.” 


Savings 


q The Walker Bank and Trust Com- 
pany, Salt Lake City, Utah, has an- 
nounced that hereafter it will pay only 
1 per cent. interest on savings accounts 
with balances of more than $2500. Rea- 
sons given were the limited amount of 
available loans for banks and the un- 
usually low yields on Federal Govern- 
ment and other high-grade securities. 
The bank will continue to pay 2 per 
cent. on deposits up to $2500. 


The Seamen’s Bank for Savings, New 
York, established in 1829, observed the 
opening of its one millionth savings ac- 
count recently by presenting Passbook 
No. 1,000,000 to Giles Chester Stedman, 
sea hero, and captain of the S. S. 
“Washington” of the United States 
Lines. Ralph H. Stever, president of 
the bank, opened the account for Cap- 
tain Stedman who made it over in trust 
to his infant nephew, Giles Stedman 
Brown. 

The bank’s first account was opened 
by James Chappel, a stevedore, in 1829 
when New York had a population of 
scarcely 200,000. From deposits of 
only $14,494 at the end of its first year, 
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that bank has grown to the point where 
it today has 134,707 depositors with 
savings totaling over $136,900,000. 


Service Charges 


q Sound banking calls for a continuous 
study of costs and the adoption of ade- 
quate service charges in these days of 
rising costs and diminishing sources of 
revenue, said J. R. Geis, president of 
the Farmers National Bank, - Salina, 
Kansas, at the recent Regional Banking 
Conference in Des Moines, Iowa. Said 
Mr. Geis in part: 

“It is difficult to understand why 
many banks continue to give to their 
customers innumerable services without 
proper remuneration, either in the form 
of compensating balances or the imposi- 
tion of direct charges. The vast ma- 
jority of banks operating without any 
service charges, or imposing inadequate 
rates, are located in small communities 
where the volume of business obtainable 
is limited. 

“Undoubtedly the restraining influ- 
ence is the fear of a shrinkage in de- 
posits, which they could ill afford. 
Actual surveys of the experience of hun- 
dreds of small banks imposing adequate 
service charges have proven the fallacy 
of this belief. It is true that many ac- 
counts were closed in these banks, but 
their deposit volume was small and the 
loss was offset entirely by increases in 
the balance maintained in the remain- 
ing accounts; thus effecting substantial 
savings in operating costs, with no loss 
in loanable funds.” 


Small Loans 


q The First Trust and Deposit Com- 
pany, Syracuse, N. Y., has opened a 
personal loan department. 


q The Uptown State Bank, Chicago, 
Ill., has opened a personal loan depart- 
ment to make automobile loans, salary 
advances and small collateral loans. 


qThe Morris Plan Bank of Virginia 
has announced an insurance premium 
service plan. Under this plan policy- 
holders may arrange to have the bank 
take care of all premium payments by 
agreeing to deposit each month one- 
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twelfth of the entire annual cost of the 
insurance held. This plan not only per- 
mits insurers to budget their insurance 
expense but also permits substantial 
savings by placing policies on an an- 
nual payment basis 


q The Terminal National Bank, Chi- 
cago, Ill., has opened a new personal 
loan department to handle loans from 
$50 to $1000 it has been announced by 
President Gaylord S. Morse. Carroll 
E. Prater, assistant cashier, will be in 
charge. 


q The Morris Plan Industrial Bank of 
New York is now making “cash let- 
ter” loans for the purchase of merchan- 
dise at R. H. Macy & Company, New 
York’s famous cash payment depart- 
ment store. These letters may be had 
in amounts from $100 up and are good 
for the purchase of any and all kinds 
of merchandise. 

The “cash letters” may be obtained 
without co-makers, and borrowers are 
allowed fifteen months in which to re- 
pay the bank at 6 per cent. discount. 
As heretofore, no payments are required 
for the first two months. A representa- 
tive of the bank is stationed at Macy’s 
store to receive application for the 
“cash letters” or they may be sent by 
mail to any of the twelve offices of the 
bank in the city. 


@ In a recent article in Credit, Morris 
Bernhard, assistant cashier, Hudson 
County National Bank, Jersey City, 
N. J., emphasized the fact that his bank 
is very careful that personal loans 
should be made only for necessary pur- 
poses. Said Mr. Bernhard in part: 
“A strict rule to which the Hudson 
County National Bank has adhered is 
that the loan must be for a legitimate 
purpose—legitimate in the sense that it 
is for the purpose of buying either a 
necessity or meeting things which are 
accepted as necessary in the ordinary 
sense. The personal loan department, 
therefore, will not accommodate bor- 
rowers for purpose of enabling them to 
pay the initial installment on an auto- 
mobile (except where an automobile is 
absolutely necessary for one’s business 
or in the conduct of one’s professional 
work), nor will it extend an accommo- 
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dation for purposes other than such 
things as meeting unforeseen and un- 
anticipated expenses; such as medical 
expenses, hospital, dentist, taxes, plumb- 
ing or painting bills. 

“The bank takes the position that in 

extending loans for purposes other than 
those which are here enumerated, it not 
only stimulates the tremendous amount 
of installment buying and selling, but 
encourages an over-expansion thereof, 
which, if sufficiently multiplied, may 
seriously lead to difficulties.” 
q The opening of small loan depart- 
ments in country banks was discouraged 
by A. C. Kingston, president of the Osh- 
kosh National Bank, Oshkosh, Wis., in 
an address before the Regional Banking 
Conference in Des Moines. From 80 to 
85 per cent. of the people do not have 
an established credit, he stated, and 
bankers should discourage them from 
borrowing or buying on the installment 
plan. It would be better, he felt, to 
encourage them to save in anticipation 
of purchases. On the prospects for 
profit in small loan departments in 
country banks he was discouraging and 
said in part: 

“It is reported by one large bank 
from many years of experience, that 
they have an average of 117 out of 
every 1000 loans that are always delin- 
quent, or in other words, 11.7 per cent. 
Then, too, it is generally agreed that 
the losses on this class of paper are 
in the neighborhood of 1 per cent. but 
I have found one authority who claims 
that the average loss ratio was 1.81 per 
cent. in 1929 and 2.37 per cent. in 1935. 
While this may not appear to be a large 
percentage, it means that the carrying 
load has to be increased by the margin 
necessary to make up such losses and, 
in addition, it is always very humiliat- 
ing to bankers to have to charge off a 
loss. no matter how small. 

“It is reported by one large Eastern 
bank, which has been engaged in this 
business for a number of years, that the 
carrying charge for the first $100,000 
in personal loans is 7 per cent., and 
thereafter the cost depreciates according 
to the volume. Another reliable source, 
a large bank, claims that it is necessary 
to accumulate $250,000 of this class of 
loans in order to break even. If these 
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figures are correct, what business have 
we country bankers in opening up per- 
sonal loan departments?” 


q A contrary view was expressed at the 
same conference, however, by Russell 
G. Smith, president of the national 
bank division of the American Bankers 
Association and vice-president of Bank 


of America N. T. & S. A., San Fran- 


cisco. In the course of his address on 
personal loans Mr. Smith said: 

“An increasing number of banks are 
finding in personal loans the means 
whereby they can render a wider serv- 
ice to their communities and at the same 
time improve the average income rate 
of their earnings assets. 


“They have found that personal loans 
not only provide an investment medium 
of high productivity, but are in addi- 
tion free to an exceptional degree from 
troublesome situations. Although no 
class of credit can escape entirely the 
delinquencies and occasional ‘problem’ 
loans which are an inevitable part of 
the lending process, personal loans have 
made a remarkably good record in this 
respect. 

“There are also other advantages to 
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personal loans which cannot be reduced 
to a dollars and cents basis. The mo- 
ment you invite the small borrower into 
your bank, you open up a whole new 
field of possible service. Those whose 


first contact with your bank arises from 
a personal loan remain to become de- 
positors and customers of your other 


services. Through providing bank 
credit for the small borrower, you make 
your bank a more important factor in 
the business life of your area. It seems 
to me almost axiomatic that the larger 
the proportion of the population we 
serve in a community, the firmer the 
foundation upon which our bank rests.” 


PHILIP A. BENSON PLEADS FOR CO-OPERATION 


A PLEA for codperation between busi- 
ness and government was voiced at the 
annual mid-winter dinner of the Ameri- 
ian Bankers Association last month by 
Philip A. Benson, first vice-president of 
the American Bankers Association, who 
spoke on the subject of “Progress and 
prospects in Banking.” 

Mr. Benson, who is president of the 
Dime Savings Bank of Brooklyn, N. Y., 
stated that progress is being made by 
the country’s banks and that banking 
service to the public is being steadily 
broadened. And he declared that 
banking is “no monopoly.” 

He acknowledged the codperation of 
governmental banking agencies with 
banks, and their contribution to bank- 
ing progress through their conservative 
policy in the matter of chartering new 
banks. 

Pleading for codperation between 
business and government, Mr. Benson 
said: “I have spoken of codperation 
that exists among bankers, and with 
Government officials, and it is important 
that this codperation continue. It is 
more important, however, at the pres- 
ent time that there be codperation be- 
tween all the business of the country 
and government. It is only through 
genuine and whole-hearted efforts to 
restore confidence on the part of both 
government and business that the up- 
ward trend will again be resumed. 
Nothing could be more deplorable 
under present circumstances than con- 
troversy between business and govern- 
ment. Recriminations are out of order 
at a time when the public is distressed 
by an evident recession. When unem- 
ployment is increasing and numbers of 
our people are anxious about their jobs, 
both sides shoold be seeking a way out 
instead of talking about who is to 
blame. 
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“Business argues that it has done its 
utmost, and I believe this is so. Busi- 
ness has nothing to gain from anything 
less than restored prosperity. It believes, 
however, it has been handicapped by 
governmental interference and restric- 
tions and by extremely unwise taxation, 
and it fears the threat of more of the 
same thing. Costs have been increased 
as the result of labor legislation and 
taxation at a time when business was 
getting on its feet after a long illness. 
It is indeed disappointing to find at the 
end of several years during which vast 
sums of money have been spent that 
the trend of business activity is down- 
ward and to have the chairman of the 
Federal Reserve Board call for spend- 
ing another billion dollars to create 
buying power to stop the depression. 
Business still believes in the necessity 
for a balanced budget and sound Gov- 
ernment finance as a basis for con- 
fidence, and the weight of evidence ap- 
pears to be on this side. Increasing 
the Government debt means mortgaging 
the future, and the burden of paying the 
existing debt, principal and interest, 
will be felt for many years to come. 

“To its great glory it must be ad- 
mitted that the most hopeful sign in the 
present situation is the fighting spirit 
of business. It has tried to circumvent 
every obstacle placed in its path. Five 
years of depression have steeled its will. 
Fears and timidities characteristic of 
the early thirties are not present now. 
Business men seem determined to go 
ahead and ready to back their deter- 
mination with cash. 

“The basic business conditions are 
also cause for hope. They are entirely 
free from the dangerous features of the 
over-expansion of everything that ex- 
isted in 1929. What is chiefly needed 
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now is release. Take the brakes off and 
the spirit of business will do the rest.” 

As to banking, he added, “There is 
no occasion for a protracted continua- 
tion of the present situation. As busi- 
ness goes, so goes banking. Their 
prosperity is inextricably interwoven. 
Give us good business. and we shall 
have good banking. 

“Fortunately,” Mr. Benson said, 
“banking has not been part of the con- 
troversy between government and busi- 
ness. Banking is no monopoly. It 
never has been such in this country. It 
has no dictator. It acknowledges the 
voice of no master but that of the gov- 
ernment to which it is responsible. 
Bankers do not desire concentration of 
banking power. If the question of the 
preservation of the integrity of the unit 
bank is left to bankers, no one will 
question what the answer will be. 

“Bankers are cognizant of their so- 
cial obligations,’ Mr. Benson con- 
tinued. “Every banker wishes to see 


the industries in his town prosper and 
the people of his community employed 
at good wages and to have poverty 
abolished. Banking is the servant of 
all business and of the employer and 
employe. 

“Our strengthened banking system 
stands ready, as we face the future of 
our great country, to do its part in the 
extension of necessary business credit 
and in providing necessary financial 
service to the public. Indeed, during 
the past few years banking has increased 
its service. New forms of convenient 
checking account service have been 
evolved for people of small means, per- 
sonal loan facilities have been developed 
on reasonable terms. Mortgages are be- 
ing made on plans of easy payment by 
means of which homes and other prop- 
erties may ultimately become free and 
clear of debt. In these and other ways 
banks are steadily reaching out for new 
ways in which to serve their com- 
munities.” 


THE RECOVERY PROGRAM 


(From the New England Letter, the First National Bank of Boston.) 


HERE is no royal road to recovery. 
Any recovery program to be effec- 
tive must conform to the funda- 
mental principles that underlie the 
great industrial progress of this coun- 
try. Radical departures from the tried 
and true principles that have been our 


guide for 150 years have always 
brought disaster. The reasons for this 
are obvious: the American system pro- 
vides free play for individual energy 
and initiative while our democratic form 
of government guarantees to every citi- 
zen the right of freedom and oppor- 
tunity. Under such a stimulus, great 
creative powers have been released that 
have been largely responsible for our 
amazing and unparalleled material 
progress. With only about 7 per cent. 
of the world’s population, this country 
accounts for nearly as much wealth as 
all of the other countries combined. 
The keystone of this progress is mass 
production, with the resulant economies 
passed on to the consumer. The wide- 
spread use of electricity is primarily 
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due to the steady decline in price which 
is now about 40 per cent. below 1913. 
The cost of sending a long distance 
telephone message 970 miles has been 
reduced from $7.50 in 1926 to $2.75 in 
1936, while the average time required 
to establish connection between cities 
has been reduced by about 70 per cent. 
during this period. Since 1925 the 
price of the small-sized electric refrig- 
erator has been cut by more than 60 
per cent. The price per horse power 
of automobiles is only two-thirds of the 
1927 figures. Today the average life of 
a good tire is about 20,000 miles as 
compared with 3000 miles in 1915, 
while the cost is only a fraction of the 
earlier period. All of these goods have 
been produced or services rendered by 
so-called “big business.” Indiscrimi- 
nate attack upon large organizations is 
not only unjustified but does harm to 
our entire economic system. The test 
should not be size but contribution to 
the general living standards, and on 
that basis large corporations have 
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played the major réle. During the 
period that business has been substan- 
tially reducing the price of products 
and of services to consumers, govern- 
ment has been increasing the tax bur- 
den. Aggregate governmental costs per 
capita have more than quadrupled since 


1913. 


In the final analysis, the aggregate 
volume of goods produced is dependent 
upon the ability of the various groups 
to purchase from each other. When 
through artificial influences costs ad- 
vance so rapidly as to outstrip purchas- 
ing power, consumption declines and 
unemployment follows. Arbitrarily to 
impose shorter hours or higher wages 
without a corresponding increase in 
productivity throws the whole mechan- 
ism out of gear, creates disparity be- 
tween industries and imposes a burden 
upon business which it cannot absorb 
and, if passed on to the consumer, must 
result in a contraction of the market 
with the inevitable curtailment in pro- 
duction and increased unemployment. 

The recent slump in business can in 
part be accounted for by the rapid rise 
in costs. For the year ending June 30, 
1937, labor costs per unit increased by 


about 20 per cent. whereas productivity 
per worker actually decreased during 
this period, according to a study made 


by National Industrial Conference 
Board. A similar situation on a more 
magnified scale has occurred in France. 
The severe limitations imposed upon 
production in that country together with 
the sharp increase in wage rates caused 
a spectacular rise in prices with conse- 
quent reduced domestic consumption 
and a serious decline in exports as well 
as in governmental revenue. Premier 
Chautemps aptly remarked, it is “es- 
sential for the life of the country that 
production be increased and this neces- 
sity must be placed before all others 
since the whole social fabric depends 
on it.” 


Money income cannot be paid out 
faster than the profitable disposal of 
production. If manufacturing costs in- 
cluding taxes absorb all profits, then 
there can be no incentive for expansion 
and improvement and no funds avail- 
able to tide over lean periods. The 
prevailing tax on undivided profits is 
274 


not only a serious threat to the stability 
of earnings but a penalty on vital re- 
serves. It should be repealed forthwith 
as it discourages the ploughing back of 
profits, which makes possible lower 
prices to consumers and tends to de- 
stroy the cushion which absorbs the 
shocks of a depression period. 


The prospect for profits is the main- 
spring fér business activity. If private 
enterprise is to be maintained there 
must be possibilities of a fair return 
on the capital invested. Without such 
prospects, managers of business will not 
make long-term commitments on an ex- 
tensive scale nor will investors be will- 
ing to buy corporate securities to finance 
capital expenditures. Destroy the in- 
centive for profits, then the source of 
capital dries up and in the course of 
time the Government would inevitably 
be forced to take over all forms of eco- 
nomic activity. 


But even under governmental capi- 
talism all income produced could not 
be distributed to the workers as losses 
would have to be absorbed and reserves 
set aside for replacements as well as 
for other contingencies. If this were 
done, there would be less to go around 
than at present because of the inevitable 
inefficiency of government management. 
Furthermore, under such a system the 
introduction of labor-saving devices 
would in all probability be stubbornly 
resisted if not actually prohibited. Such 
a step would stop progress in its tracks. 
If reserves are not set aside for new 
equipment, then in the course of time 
the whole system would crumble, busi- 
ness would stagnate and the living 
standards would be progressively re- 


duced. 


Social and economic progress must 
go hand in hand. During the past four 
decades increased productivity per 
worker has made possible a sharp re- 
duction in working hours and a marked 
increase in the wage rate. The trend 
of real wages during this period has 
corresponded very closely with in- 
creased productivity. As a matter of 
fact, enlightened self-interest would dic- 
tate that this be so in order that the 
workers may have the leisure to enjoy 
and the income to purchase the vast 
quantity and variety of goods made pos- 
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...-.- two books that all bank 


officers and correspondents should 
have on their desks .... 


Effective Bank Letters 


Bank Letters That Build ; By Alice A. Kretschmar 
Business 


Effective Bank Letters is the only training service published 
that is likely to improve bank letters. It has for its background 
years of practical experience with bank letter problems as wrestled 
with in all phases, in expert service to metropolitan banks deeming 
it profitable to pay from $50 to $75 a day for individual attention. 
The printed service is available to you in a loose-leaf book (which 
can be circulated in sections), at an investment of only $12. The 
first edition sold for five years at $25 to banks buying from one to 
sixty copies. 


Bank Letters That Build Business is a collection of 


carefully constructed letters, for several years held as confidential 
within the banks served, and since made available with their per- 
mission. It will stimulate effort toward a higher standard in bank 
letter-writing by all who read its wealth of examples in a knowl- 
edge of sound banking practice and sensible solicitation of new 
business. It has received appreciative foreign notice and we quote 
comment from “Printers’ Ink’’ of New York: 
“Here is an unusual letter book inasmuch as the contents are 


made up almost entirely of sample letters, classified according 
to their use. . . . A welcome departure.” 


USE THIS COUPON 


BANKERS PUBLISHING O., 465 Main St., Cambridge, Mass. 


() Send me EFFECTIVE BANK LETTERS (8% x11, 283 pp.). Check enclosed $12. 


() Send me BANK LETTERS THAT BUILD BUSINESS, (8% x11, 334 pp.). Check en- 
closed $5. If desired on 5 days’ approval check here ( ). 


() Send me both books at your combination rate of $15. 


Address 
THE BANKERS MAGAZINE for March, 1938 





Announcing 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the bankers 
broker, business man or student 


HEE is a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume’on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is_ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


== Use This Reply Form ~~~ 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after its 


receipt I will send you the price, $12, 
or return the book. 


smhmins anell 


sible by increased production. But when 
social reform outruns economic capacity 
it not only becomes a futile gesture to 
those intended to be benefited but may 
seriously impair the whole economic 
structure. 

The preservation of our economic 
system is dependent upon the main- 
tenance of a proper relationship be- 
tween government and business. Each 
should be kept within proper bounds. 


Business has its responsibility of honest 
administration and the passing of the 
benefits of lower costs on to the con- 
sumer that the volume of production 
may be increased and living standards 
raised. Government, on the other hand, 
has as its primary functions defense, 
preservation of law and order, correc- 
tion of abuses, and regulation of in- 
dustry and trade. If these duties are 
conscientiously and harmoniously per- 
formed, there would be no’ occasion for 
complaint about the misuse of concen- 
trated power and of wrongful business 
practices. 


Friendly codperation of capital, labor 
and government is vital. There is no 
real conflict of interests. The common 
objective, as far as the economic sys- 
tem is concerned, is to facilitate the 
production of goods in abundance at 
prices that consumers can afford. It is 
axiomatic that the amount of income 
that can be distributed is dependent 
upon the total amount of goods pro- 
duced and of services rendered. From 
the aggregate production is created a 
common fund that is distributed as 
wages for labor, profits for business and 
revenue for the Government. 


The restoration of confidence is im- 
perative that business may make long- 
term commitments. There has accumu- 
lated during the depression period a 
huge potential demand for goods and 
services of all kinds. According to a 
study made of this situation by Brook- 
ings Institution, “the mere process: of 
making good deferred maintenance and 
expanding production sufficiently to 
provide an increased population with 
the usual types of consumption goods 
would tax the nation’s productive en- 
ergies for some years. The opportunity 
for a great expansion along clearly de- 
fined, established lines has never been 
greater than it is today.” 
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